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INTRODUCTION 


The successes of the national liberation movement that 
ensured the transition of most peoples formerly enslaved 
by imperialism to a development free from the colonial 
yoke have posed a number of new problems for Marxist 
science. Apart from the need for in-depth studies of the 
economic, social and political structures of the individual 
liberated countries, there is also an increasing need for 
more general theoretical works that would provide a fuller 
and deeper understanding of the main trends of develop- 
ment, and of its internal mechanism. It is, for instance, 
highly important to study national markets and market re- 
lationships, which are among the most important factors 
characterising the level achieved and the prospects for 
further economic progress. 

The significance of such studies stems from the special 
role the market and market relationships play in the de- 
velopment of society. While directly dependent on the de- 
gree of social division of labour that largely determines its 
productivity, the market at the same time serves as an in- 
dicator of public requirements. In that respect the market, 
or, to be more exact, the sale of goods on the market, de- 
(ermines to what extent their variety and volume meet the 
requirements of a society, i.e. whether the distribution of 
the time budget between the different spheres of produc- 
tion meets the public requirements generated by the action 
of spontaneous economic forces and/or the state’s deliber- 
ate intervention in economic development. 

Consequently, knowledge of the volume and structure of 
\he solvent demand makes it possible to judge the objec- 





8 INTRODUCTION 


tive needs of the economic development of each country. 
At the same time, a comparison between “the need for 
commodities in the market”! and production results pro- 
vides information on the extent to which the structure of 
a given economy is orientated to the needs of the domestic 
market and the extent to which it relies on international 
division of labour. It also reveals possible snags in the 
economy. This information sheds light on the driving for- 
ces behind many economic and social decisions. Therefore, 
studies of the market and market relationships are essen- 
tial for establishing the main trends and regularities of the 
social and economic evolution of the developing countries. 

In examining the main problems of this survey the au- 
thor relied on the rich legacy of the classics of Marxism- 
Leninism. In preparing this book, Karl Marx’s Capital, 
Frederick Engels’ Anti-Diihring and Lenin’s On the So- 
Called Question of Markets and The Development of Cap- 
italism in Russia, containing the most comprehensive ex- 
planation of their views on production and market, were 
important aids in studying commodity-monetary relations in 
the specific conditions of the developing countries. 

Soviet scholars have investigated exhaustively the sys- 
tem of market relationships as an indicator of the state of 
the economy in the developing countries. ? 

The main purpose of this book is to examine some of 
the key issues of the relationship and interdependence he- 


on Marx, Capital, Vol. III, Progress Publishers, Moscow, 1974, 
p. : 

2 See: Classes and the Class Struggle in Developing Countries, 
Vols. 1-3, Mysl Publishers, Moscow, 1967; Problems of Industrialisa- 
tion of Developing Countries, Mys] Publishers, Moscow, 1974; 
S. I. Tyulpanov, Essays on Political Economy (Developing Coun- 
tries), Mysl Publishers, Moscow, 1969; N. P. Shmelyov, Problems of 
the Economic Growth of Developing Countries, Nauka Publishers, 
Moscow, 1970; V. G. Rastyannikov, Developing Countries: Food and 
Politics, Nauka Publishers, Moscow, 1968; The Agrarian Evolution in 
Multi-Structural Society. The Experience of Independent India, 
Nauka Publishers, Moscow, 1973; G. K. Shirokov, Industrialisation 
of India, Nauka Publishers, Moscow, 1971; V. A. Yashkin, State 
Capitalism and Reproduction in India, Nauka Publishers, Moscow, 
1970; A. Y. Elyanov, On the Way into the 20th Century. Developing 
Countries: Production and Market, Mysl Publishers, Moscow, 1969 
(all in Russian). 
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tween production and consumption. To this end, attention 
is focused on the whole range of economic relationships 
that determine the shaping of a solvent demand for goods 
and services, on the one hand, and, reversely, the effect this 
demand has on the output of the social product. The book 
deals with the specific features of the formation in the de- 
veloping countries of commodity economies and their re- 
lationship with the processes of internal and international 
division of labour; the effect of these processes on the dis- 
tribution of incomes and on individual and production con- 
sumption; the nature of the ensuing changes in the over- 
all national proportions of economic growth; and the shifts 
that take place in industry and agriculture. 

The author believes that an analysis of the cause-effect 
ties between production and consumption—the beginning 
and end of the entire reproduction process—and of the 
whole range of complex concomitant problems constitutes 
the important theoretical, methodological and practical con- 
tribution that he hopes to make to the studies of the so- 
cial and economic problems of the developing countries. 
The specific purpose of this book and the range of prob- 
lems it covers left him no choice but to refrain from 
making a special analysis of certain important and highly 
topical problems, although they undoubtedly deserve close 
attention. These include: the formation of a demand for 
labour, the establishment of a money market, the process 
of the consolidation of the emerging petty-commodity and 
capitalist production into a single national market and 
certain others. 

In this work, the concept of market embraces not only 
and not so much the sphere of exchange proper, as a cer- 
tain complex of public requirements which are manifested 
in the aggregate solvent demand. It is important to under- 
line that the market is examined as an integral part of the 
entire socio-economic organism, in which the system of 
work qualitatively and quantitatively corresponds to and at 
the same time is confronted with a system of require- 
ments. Therefore, the production sphere itself is analysed 
chiefly through the prism of the market: first, from the 
point of view of supply, and, secondly, from the point of 
view of demand—the two sides of the coin of the social 
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nature of commodity production. Thereby, the economic 
development of the countries of Asia, Africa and Latin 
America are viewed in the light of the requirements and 
the contradictions they generate. This approach offers ad- 
ditional opportunities for elucidating the regularities that 
form the basis of public life in the young states and 
makes it possible to shed light on some hitherto unstudied 
problems, while at the same time providing a deeper un- 
derstanding of some “old’”’ problems on which an assess- 
ment of the prospects of the revolutionary process in the 
developing countries depends to no little extent. 

These studies of the market do not eliminate the need 
for in-depth studies of the economic and organisational ac- 
tivities of the state in the developing countries, whose role 
is so very important in the struggle for economic and so- 
cial progress. On the contrary, they help to place the stu- 
dies of the economy and organisation on a solid founda- 
tion, one that allows the social and economic results of 
state policy to be judged from the objectively existing con- 
ditions of economic management. At the same time know- 
ledge of the market and its trends in itself provides a 
launching pad for making well-founded economic and social 
decisions. Writing about the relationship between material 
and non-material factors of social development, Engels un- 
derlined: ‘“... Men make their history themselves, they do 
so however in a given environment which conditions them 
and on the basis of actual already existing relations— 
among which the economic relations, however much they 
may be influenced by other political and ideological rela- 
tions—are still ultimately the decisive ones.”! Bearing 
this in mind, in a work of this type, it is possible, the 
author feels, not to dwell specifically on the state’s econ- 
omic policy, but to confine oneself to examining the main 
ways, methods and results of its influence on the forma- 
tion of production and the market in the developing coun- 
tries. 

One of the most important features of the national mar- 
ket in the liberated countries stems from the fact that the 


'F. Engels to W. Borgius, January 25, 1894, in: Karl Marx, 
Frederick Engels, Selected Correspondence, Progress Publishers, 
Moscow, 1975, p. 442. 
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jocal sphere of consumption is to a certain extent inde- 
pendent of production. Of course, overall consumption is 
determined, in the final count, by the volume of produc- 
tion. But the variety of the goods consumed in the devel- 
oping countries is not confined to what is produced in that 
country alone. Since they have been drawn into the world- 
wide system of economic relationships, the variety of goods 
is increasingly shaped under the influence of world pro- 
ductive forces and finds its way to them through foreign 
trade channels. In that sense consumption considerably 
outstrips production in its development. The output of new 
goods is usually begun only after their consumption has 
reached a certain minimal critical level. In other words, 
in the developing countries consumption plays a much 
more active role in shaping the main parameters of the re- 
production process than in the developed countries. This 
has prompted the author to examine first of all the ques- 
tion of the shaping of requirements and a solvent demand, 
and only after that to examine the shifts in the sphere of 
production. The cornerstone of his analysis is consumption 
and the demand it generates. 

The justification for such an approach to elucidating the 
trends of reproduction stems from the fact that changes 
on the market of constant capital are restricted, in the fi- 
nal count, by individual consumption, “since constant cap- 
ital is never produced for its own sake, but only because 
more of it is used in spheres of production, whose products 
go into individual consumption”.! The order in which the 
examined problems are taken in this book is also influenced 
by the fact that in an economy that is lop-sided and 
underdeveloped the overall significance of the market of 
consumer goods is much greater. Since in such an econo- 
my direct labour predominates over embodied labour and 
the size of fixed capital is comparatively small, the share 
of individual consumption in the gross social product is 
much higher than in the developed countries and that of 
productive consumption much lower. Consequently, the 
production of consumer goods in the developing countries 
has a much more marked effect on the overall dynamics of 


' Karl Marx Capital, Vol. III, p. 305, 
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economic growth and expansion of the market than in the 
developed countries. 

The main accent in this book is on the general devel- 
opment trends, typical for all the developing countries or 
for the majority of the economically backward countries. 
Consequently it is based to a considerable degree on facts 
and figures relating to all the developing countries. How- 
ever, since aggregate figures largely reflect the situation in 
the big countries, wherever possible the method of evaluat- 
ing unweighted averages is used. This method reflects fair- 
ly accurately the situation in the individual countries, 
and what is most important—the extent to which the ex- 
amined trends of development concern them. At the same 
time the author has used the statistics for the main areas 
of the developing world--Asia, Africa and Latin America, 
and for individual countries most typical in one respect or 
another. Thus, alongside with a general picture, the book 
offers a breakdown of the examined trends in separate re- 
gions and countries. With one exception. The book does 
not examine the market and reproduction in countries with 
a socialist orientation. That requires a separate investiga- 
tion. 

At the same time the book lays no claim to offering an 
indisputable, let alone final, solution to all questions it 
touches on. As a matter of fact, some of them are meant 
for discussion. In a number of cases the author has deli- 
berately limited his task to merely stating the problem. It 
is also possible that in respect to other problems his argu- 
ments require further substantiation. These questions, like 
the subject of the book as a whole, undoubtedly require 
further studies. 

The main sources of facts and figures used by the au- 
thor were the statistical reviews, annual surveys and other 
specialised publications of UN regional and specialised or- 
ganisations, official national statistics of the developing 
countries and monographs and articles by foreign and So- 
viet economists. But as the statistical services of the de- 
veloping countries are still finding their feet properly, in 
order to determine the main trends the author often turned 
to facts and figures picked up from different sources and 
made his own calculations and assessments. In regard to 
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trends that could not be generalised (distribution of indi- 
vidual incomes, structure of solvent demand, etc.), the au- 
thor used separate examples, expert estimates and other 
indirect methods, such as the replacement of chronologi- 
cal by regional comparisons, logical and statistical extrapo- 
lation, the search for historical analogies, etc. Some of the 
figures could not be updated because of the absence of new 
data. Nevertheless, the author had to leave those figures 
in so as to keep intact the general line of the book and 
its main propositions. 

The author expresses his sincere gratitude to R. M. Ava- 
kov, B. M. Bolotin, A. I. Chekhutov, E. V. Kovalev, 
V. A. Kondratyev, V. G. Pavlov, T. S. Pokatayeva, A. S. 
Solonitsky, S. L. Stoklitski, G. K. Shirokov, M. Y. Vol- 
kov, and others who took part in discussing the plan of 
the book, the manuscript and its separate parts for their 
comments and suggestions which were of great help in de- 
veloping the examined subject, and to I. A. Koziova for 
her help in collecting statistics and preparing the manu- 
script for publication. 











PART ONE 


THE SPECIFIC FEATURES 
OF THE FORMATION 
OF MARKET RELATIONS 
IN THE DEVELOPING COUNTRIES 


The emergence of a world market and the international 
capitalist division of labour played an extremely contradic- 
tory role in the life of the former colonies and dependent 
countries. On the one hand, they were gradually drawn 
into the system of world economic ties, and this undoubt- 
edly served to accelerate the development of their pro- 
ductive forces. But, on the other hand, when they were 
pulled into this historically important process, objective re- 
quirements for international economic exchanges were not 
yet ripe in these countries. In other words, the process was 
imposed on the Afro-Asian and Latin American countries 
forcibly from outside. This kind of participation in the in- 
ternational capitalist division of labour made a deep impact 
on the nature and rate of the evolution of local social 
structures and contributed to their deformation. 

The process of the emergence and growth of commodity 
production, as one instance, had many distinctive features, 
as did the socio-economic and market relationships it bred. 
To gain a clearer understanding of the connection between 
the general laws of the formation of such relationships in 
the former colonial and dependent countries, and their spe- 
cific features, it is essential to examine the forms and so- 
ci0-economic consequences of their involvement into the 
whirlpool of world economic life. Attention should also be 
paid to the modifications in the mechanism of local repro- 
duction caused by the transition of the countries of Asia, 
Africa and Latin America from colonial system to free de- 
velopment. 
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CHAPTER ONE 


THE GENESIS 
OF SOCIO-ECONOMIC BACKWARDNESS 


As bourgeois society developed and a world market 
emerged, with production based on this market, the moti- 
ves for capitalist expansion changed, and with them the 
methods of exploitation of the enslaved peoples. With the 
period of primitive accumulation coming to an end and the 
simple manufactories being replaced by industrial produc- 
tion, capitalist countries, along with exacting direct dues 
from the colonies, also sought additional markets for their 
goods. Subsequently, when capitalism developed into its 
imperialist stage, the importance of the economic forms of 
exploitation of the colonies and dependent countries, chief- 
ly based on and/or linked with the export of capital, in- 
creased sharply. The struggle between the capitalist countries 
for sources of raw materials and possible spheres of capi- 
tal investment, for the expansion of economic territories 
and territories in general became more acute. At the be- 
ginning of this century this struggle, as is known, ended 
with the economic and territorial division of the world and 
the formation of a system of domination that embraced not 
only the colonies proper, but also a whole series of depend- 
ent countries, which, although politically independent for- 
mally, were in reality shackled by financial and diplomat- 
ic chains, 

At the same time, as the colonial and dependent coun- 
tries were drawn into the orbit of the direct economic in- 
terests of capitalist countries (as markets, sources of raw 
materials and spheres of capital investment) the essence 
of the division of labour changed in many respects. This, 
in effect, signified the emergence of a new world econom- 
ic mechanism, which preserved and reproduced the socio- 
economic backwardness of the countries enslaved by capi- 
talism and which found its expression in comparatively low 
per capita production figures and in archaic forms of the 
social organisation of productive forces. As a result, the 
production of individual agricultural commodities and mi- 
nerals for export began to play an important, and not in- 
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frequently decisive role in the economy of Asian, African 
and Latin American countries. In many of them this si- 
tuation continues to this day. As Karl Marx underlined, it 
was the setting up of this type of production that first and 
foremost distinguishes ‘the colonial states founded on the 
basis of the modern market from those of earlier periods’. 


1. The Development of the Export Sector 


The development of natural resources, which produced 
the required material conditions fur drawing the colonies 
and semi-colonies into the international capitalist division 
of labour, not only took place without any connection with 
their internal development needs, but also usually preceded 
the more or less considerable spread of commodity-monetary 
relations, not to mention capitalist relationships. Hence 
the hypertrophic role of the export-orientated produc- 
tions, and, in some cases, their dominating role. It was 
largely under the impact of this type of production, and 
the system of relations it bred, that the foundations of the 
present-day economic system of the developing countries 
were shaped. 

The exploitation of local wealth took two forms. On the 
plantations and in the mines it was based on direct foreign 
investments and hired labour. The other form developed 
directly from the peasant economy that by one way or an- 
other came to grow crops for export. 

Foreign investment in the production of raw materials 
in the colonial and dependent countries provided the basis 
for transplanting, often forcibly, capitalist production rela- 
tions to those countries. Since the development of these 
relations was spurred on exclusively by external factors, 
the socio-economic effect of the development of capitalist 
forms of production proved insignificant. 

This has been noted by Western scholars. The American 
economist Benjamin Higgins wrote that in South-East 
Asia “the plantations, mines and oil fields were in a 
large measure a part of the metropolitan economies; much 


' Karl Marx, Capital, Vol. II1, p. 674. 
2—01767 
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of the management, finance, distribution, transport and pro- 
cessing was a part of London and Amsterdam, rather than 
Singapore and Djakarta”.! The eminent Swedish econom- 
ist Gunnar Myrdal confirms this view: “The plantations 
were therefore more closely connected to the Western econ- 
omy than to the country of their location—their invest- 
ments stimulated demand in the Western economies much 
more than in South Asia.” 2 

In effect, similarly limited economic ties with the local 
economy were typical also for the export productions that 
developed on the basis of the exploitation of the natural 
resources of the countries that were able to throw off the 
political yoke of colonialism in the past century, but were 
unable to get rid of the complicated web of their financial, 
economic and diplomatic dependence on the capitalist powers. 
One could refer to the views of the American econom- 
ist Erich Zimmerman about the development of the mineral 
resources of Latin America. Speaking of the investments in 
the construction of mines, he states unequivocally that the 
capital was invested in the territory, but not in the econo- 
my of the countries.* The same applies to plantations, As 
a group of experts of the International Monetary Fund 
acknowledged, the large-scale investments of banana com- 
panies in Honduras did not to any significant degree in- 
fluence the local economy. * 

This prolonged autonomy of the export sector in the econ- 
omy of the colonial and dependent countries is the out- 
come of a combination of external and internal conditions 
of their economic growth. To a large degree this was con- 
nected with the fact that foreign capital was able to exact 
extremely advantageous conditions in exploiting the natural 


'B. Higgins, “Western Enterprise and the Economic Develop- 
ment of Southeast Asia: Review Article”, Pacific Affairs, New York, 
March 1958, p. 75. 

2 Gunnar Myrdal, Asian Drama. An Inquiry Into the Poverty 
of Nations, Vol. 1, Pantheon. A Division of Random House, New 
York, 1968, pp. 449-50. 

3 Erich W. Zimmerman, World Resources and Industries. A Func- 
tional Appraisal of the Availability of Agricultural and Industrial 
Materials, Harper & Brothers Publishers, New York, 1951. 

4 Wendell C. Gordon, The Political Economy of Latin America, 
Columbia University Press, New York, 1965, p. 174. 
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wealth of the enslaved countries. For many decades the 
greater part of the raw materials was usually processed out- 
side the countries that produced them. The bulk of the 
surplus value created on the plantations and in the mining 
industry also went abroad. Thus in the early 30s, the 
copper corporations operating in Chile spent less than one- 
quarter of their returns from exports on production costs 
and payments to the government for their exploitation 
rights. The rest—in the form of profits or wages to foreign 
personnel—was remitted abroad.! Concession payments to 
the Middle East countries even in the late 40s were six 
times less than the profits earned by the international mo- 
nopolies from the oil they pumped out of these countries. 2 
This naturally had an extremely negative effect on the abil- 
ity of the colonial and dependent countries to accumulate 
capital and expand the purchasing power of their internal 
market. 

The stimulating effect of export productions on the local 
economy was also limited by other factors, specifically, by 
the selfish policy of the foreign monopolies and the gov- 
ernments supporting them, which sought to extract the 
maximum profits, while ignoring the needs of the host coun- 
try whose wealth they exploited. As a result the production 
needs of the plantations and mines working for export were 
almost wholly met by imports. Much depended on the stand 
taken by the imperial country. It sought by all available 
means to preserve and consolidate its monopoly for sup- 
plying the means of production lacking on the spot. All 
this, undoubtedly, limited the scale of the division of labour 
in the colonial and dependent countries and thereby retard- 
ed the rate of their overall economic progress. 

At the same time, the stimulating effect of capitalist en- 
claves on the local socio-economic structure was confined 
to typically colonialist methods of forming and exploiting 
a hired work force. Hands were needed to clear the colonised 
land, build factories, transport networks, storehouses, 


' Economic Survey of Latin America, 1949, United Nations, New 
York, 1951, p. 280. 
,..? Calculated from the book by R. N. Andreasyan, A. Y. Elyanov, 
Vhe Middle East: Oil and Independence, Oriental Literature Pub- 
lishers, Moscow, 1964, pp. 76, 92 (in Russian). 


2e 
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etc., to farm the land and mine the minerals. Since natural 
subsistence forms of production and the corresponding feu- 
dal, semi-feudal and tribal relations predominated, there 
were only two ways to obtain the necessary work force: 
either through its expropriation (partial or full) from the 
non-market sector of the economy, or through bringing in 
the hands from other areas or countries. The latter, natu- 
rally, was possible only with the transport system developed 
to a certain level. 

Colonial-type capitalism imposed from above solved the 
problem in its usual barbarian manner. In the early stages 
the bulk of the required work force in a number of colonial 
and dependent countries was assured through slavery. It 
was in that period that Africa, where foreign capital began 
to exploit natural resources somewhat later, was turned by 
the colonialists into a private preserve for hunting blacks. 
When the possibilities of using slave labour were exhaust- 
ed, the capitalist system of hired labour replaced it. But 
this did practically nothing to change the living and work- 
ing conditions—they differed little from those of the 
slaves. 

It is significant that the colonialists, seeking to spend 
the least on variable capital, pursued the policy of using 
cheap labour not only in countries like India or China, 
where there was a considerable surplus of labour because 
of the high population density and poor economy. Even 
in countries where labour was in short supply foreign in- 
vestors paid minimum wages to the local population, taking 
advantage of the growth of labour migration. When the 
flow of migrants was insufficient, the colonial authorities 
stimulated it artificially, enforcing new taxes (like capita- 
tion and farm taxes) which not only filled their coffers, but 
forced the local population to go out and earn the money 
by working on the plantations or in the mines. In the cases 
when labour migration was absent or insufficient, the sys- 
tem of contracting was used. One method of it, widely prac- 
tised in Africa, consisted of the forcible recruitment of 
workers through the colonial administration and local rulers. 
Another way of mobilising exceptionally cheap labour force 
was through long-term contracts concluded with immi- 
grants from overpopulated Asian countries. 
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Irrespective of the method used to hire and mobilise lo- 
cal work force (including emigrants from other colonial 
and dependent countries), wages for a long time were 
kept at a level that was often lower than the real per ca- 
pita income obtained in primitive subsistence economies. 
What helped to keep wages so low was the nature of the 
work force (their illiteracy, absence of training or elemen- 
tary skills, absence of labour discipline, etc.), the condi- 
tions of hire, the workers’ limited demands and their inabi- 
lity to stand up for their own interests. The peasants, forced 
to leave their villages, still had their roots where their 
families for the most part continued to maintain a natural 
economy. In this case working for hire was not seen as an 
alternative to traditional forms of work, but merely as a 
way of earning additional money. 

All combined this relieved the employers of any concern 
about replenishing the work force or looking after their so- 
cial needs. What is more, when the situation on the raw 
materials markets deteriorated, the employers could lay off 
redundant workers as they saw fit. The position of those 
working under contract was in a certain sense even worse. 
Since for a long time the plantation and mine owners were 
often almost the only ones to hire hands from the local 
labour market, foreign investors had fairly wide opportu- 
nities for keeping wages at a hunger minimum even when 
the supply of local labour was for one reason or another 
insufficient. 

Since neither the foreign concession holders, nor the colo- 
nial administration that supported them wished to spend 
money on training local people, practically all the skilled 
workers were hired in the developed capitalist centres. This 
policy bred a disproportion between the material conditions 
of production and the state of the labour force in the co- 
lonial and dependent countries, while at the same time 
acting as an additional brake on the economic development 
of these countries and on the expansion of their domestic 
market. The policy of using cheap labour retarded the 
growth of demand for elements of fixed capital and, along- 
side, for consumer goods. Since the wages of local workers 
were low and they retained their ties with the natural 
economy, the increase in their overall number had little ef- 
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fect on the capacity and structure of the domestic market. 
As for the foreign personnel, they sent part of their high 
H wages back home and used the rest chiefly to buy im- 
ported goods. ! 

Although local peasants were partially drawn into pro- 
ducing export crops, this resulted only in a limited growth 
of commodity-monetary relations in the country. The share 
of production for external markets (both in the number of 
countries involved and in the share of the total export of 
developing countries) plays a less significant role than the 
output of the plantations and mines, but its effect on local 
economic structures is of great significance. One reason, and 
not the least important, is that this type of production was 
highly important for the economic growth of some coun- 
tries (such as Burma, Thailand, Ghana, Nigeria and Ugan- 
da). But the main thing is that this type of production de- 
veloped directly from the natural economies. In a certain 
sense its evolution is particularly significant for character- 
ising the shifts in the economy of the colonial and depend- 
ent countries resulting from their being drawn into the 
system of world economic ties developed by capitalism. 

The use of local peasant holdings for the growth of ex- 
port crops was based on the desire of the imperial country 
to find the cheapest ways of obtaining certain crops. It 
meant a saving of constant capital, because in this case 
all that was needed was a transport network to deliver the 
crop to an external market. The rest of the production ex- 
penses fell on the peasants. Meanwhile, the peasant holdings 
had no resources apart from their land and free labour. 

The separation of production from direct consumption 
needs—and an organic tie between the two is the economic 
essence of a subsistence economy—was a slow and pain- 
ful process. Export produce appeared when the peasant 
grew more than he needed for his consumption, and this 
surplus was the result of the extra work he put in. Another 
essential condition for such a surplus was the availability 


1 For example, in 1956 in copper mines of Northern Rhodesia 
(Zambia) the basic rate of the local employees was 5 to 17 per cent 
of the salarics of Europeans with approximately the same job status 
(Economic and Social Consequences of Racial Discriminatory 
Practices. United Nations, New York, 1963, p. 59). 
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of hitherto unused land which could be cultivated by the 
most primitive methods. That is why in countries like In- 
dia, relatively short of arable land, such export specialisa- 
tion never reached any significant proportions, although 
India’s regular contacts with the world market began much 
earlier than, say, those of Ghana, Nigeria or Uganda where 
peasant production of export crops plays a noticeable role. 

Since this type of production in all cases developed chief- 
ly at the expense of internal resources, it would seem pos- 
sible to maintain that it grew under the influence of spon- 
taneous market forces. In reality, however, the main, if 
not the decisive, role in its growth was played by the trade 
and economic policy of the imperial countries. First, they 
invested in building up the necessary infrastructure. Sec- 
ondly, the colonial administration regulated this growth 
through taxes and direct administrative interference in the 
economy of the territories it ruled. Thirdly, the export 
orientation of the peasant holdings did not always coincide 
with their traditional crops. 

In a number of cases production for the external market 
was the result of the compulsory introduction of new crops 
(as for instance, cacao or cotton). In some cases, as when 
inducing peasants to leave their holdings, the colonial au- 
thorities stimulated the production of export crops by in- 
creasing taxes. In such countries as Ghana and Nigeria, 
for instance, plantations were not allowed to grow the ex- 
port crops produced by the peasant holdings. At the same 
time, to avoid food shortages, the colonial administration 
often did the reverse—it curbed peasants’ specialisation in 
export crops. 

The peasants, with their routine methods of production 
and completely unaware of the situation on the world mar- 
kets, were poorly prepared for growing export crops: over- 
production crises, market cornering operations by commer- 
cial and industrial capital, sharp fluctuations in market pri- 
ces led from time to time to such sharp drops in prices that 
the small producers stood on the brink of ruin. That, taken 
in conjunction with the alienation largely of the net pro- 
duct, and at times also of part of essential product, prede- 
termined the extreme instability of reproduction on the 
peasant holdings. In these circumstances the peasants did 
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their utmost to maintain at any cost their self-sulficiency 
in food. 

The specialisation of peasant holdings in export crops 
was never completed. As a rule, it existed side by side with 
the production of food for their own needs. According to 
available statistics, right up to the beginning of the 50s 
more than half the cultivated land and labour of the peas- 
ants in the African countries was used to satisfy direct 
consumption needs. The exception was Ghana, where the 
figure is one-fourth of the land and labour resources. Ac- 
cording to the authoritative Burmese economist, H. Myint, 
in Burma and Thailand, which have longer histories of 
ties with the world market, the process of involving peas- 
ant economies into commodity-monetary relations went fur- 
ther than in most countries of Tropical Africa.! But it 
should not be forgotten that in South-East Asian countries, 
where one and the same commodity, rice, was used for di- 
rect consumption and export, its marketable output was 
eventually determined by the needs of the domestic market, 
not only the export market. 

The segment of the population drawn into commodity- 
monetary relations was, as a rule, greater when peasant 
holdings were involved in export production than when 
plantations or the mining industry were developed. But, 
since in the first case productivity was lower, it did not sig- 
nify that the volume of marketable produce (compared with 
the gross national product) coming from the peasant hold- 
ings exceeded that from the foreign capitalist enclaves. 
Equally important is the fact that quite a share of the re- 
venues from the export of peasant produce, just like the 
surplus product from the foreign plantations and mines, 
never returns to the country of origin. Burma, for instance, 
between 1928 and 1940 lost something like 45 to 52 per 
cent of the revenue from its rice sold on world markets. ? 
Consequently, the reorientation of peasant holdings to ex- 

1H. Myint, The Economics of Developing Countries, Hutchinson 
University Library, London, 1965, pp, 44-45, 48-50; Enlargement of 
the Exchange Economy in Tropical Africa, United Nations, New 
York, 1954, pp. 14, 17, 24-22. 

2? Janathan V. Levin. “The Export Economics”, in: The Fco- 


nomics of Trade and Development, John Wiley & Sons, Inc., New 
York, 1968, p. 18, 
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port production gave the colonial and dependent countries 
no advantage over the productions based on direct foreign 
investments in their natural resources. As for the share 
of the exports revenues that the countries themselves re- 
ceived, it in effect was dissipated on the payment of the 
numerous taxes imposed by the local feudal or tribal chiefs 
and/or was appropriated by the local money lenders and 
middlemen. While the countries were politically enslaved, 
this money was also used to pay the expenses of maintain- 
ing a colonial administration. 

The intolerable exploitation of the export-orientated peas- 
ant holdings reduced to nothing the already negligible op- 
portunities for modernisation. In production, the relation- 
ship between labour, the land and capital remained, in es- 
sence, unchanged. The considerable increase in the rate of 
growth was achieved exclusively through expanding culti- 
vated land. But as that meant the use of less fertile lands, 
the exhaustion and erosion of the soil, the productivity of 
the export-orientated peasant holdings often decreased. Con- 
sequently, the introduction of export crops in such holdings 
was not equivalent to specialisation in the usual sense, it 
was not the specialisation which is accompanied by increased 
division of labour and greater productivity. The ties with 
the world capitalist market, while compelling the peasant to 
increase output, actually did not affect either the primitive 
forms of organisation of his economy, or the archaic ma- 
terials and tools he used. Consequently, the influence of the 
export orientation of peasant holdings on the general state 
of the economy and the domestic market in the colonial 
and dependent countries was very limited. 

Therefore, the exploitation of the natural resources of 
the colonial and dependent countries begun by foreign cap- 
ital, whether in the form of the purchase of export pro- 
duce, or the production of raw materials on the basis of 
direct investments in mines and plantations, merely adapt- 
ed the local socio-economic structures to the new condi- 
tions of development within the framework of international 
capitalist division of labour. Nevertheless, the formation of 
Specialised export productions and the resulting regular 
contacts with the world capitalist market both had a strong 


impact on the dynamics and nature of the economic processes, 
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2. Changes in the Overall Mechanism of Reproduction 


pects began to play the dominating role in the local econo- 
my. The organisation of such productions noticeably widened 
the sphere of commodity-monetary and capitalist relations 
in the colonial and dependent countries, thereby giving 
a fillip to the acceleration of their overall economic 
growth. But at the same time it made their growth one-sid- 
ed. Karl Marx foresaw such a possibility back in the mid- 
{9th century, when he considered the role of foreign trade 
in turning prime necessities into luxury items. Examining 
in this connection the probable economic evolution of Po- 
land and of the slave states of the United States, he wrote: 
“No matter how large the surplus product they extract from 
the surplus labour of their slaves in the simple form of cot- | 
ton or corn, they can adhere to the simple undifferentiated 
labour because foreign trade enables them to convert these 
simple products into any kind of use-value.” ! 
The establishment of regular contacts with the world cap- 
italist market introduced the colonial and dependent coun- 
tries to a variety of new goods, the output of which was 
connected with higher organisational and technical stand- 
ards of production, 2 and tended to widen and change their 
tange of requirements. That, in essence, is the so-called ci- 
vilising function of foreign trade, when the impetus for ac- 
tivities promoting exchanges comes from outside. As for the 
changes that such activities cause in the nature of produc- 
tion, their scope depends partially on the intensity of outside 
influences and partly on the degree of internal development. 
Consequently the vast differences in the position of va- 
rious colonial and dependent countries have to be taken 
into account. Thus, the range and depth of changes in the 
structure of production in the Latin American countries as 
a result of their involvement in international trade were 
much greater than in the Asian countries and especially the 
African countries, because the Latin American states in 


| , As the export productions developed, they in many res- 


' Karl Marx, Theories of Surplus-Value, Part III, Progress Pub- 
lishers, Moscow, 1975, p. 243. 

2 The arrival of foreigners to occupy top posts in the colonia] 
administration and business world also had that effect. 
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their vast majority had become involved in world econo- 
mic ties somewhat earlier and by that time had already a 
higher level of productive forces. But there, too, economic 
progress, which is measured by the increase in per capita 
income, the restructuring of social forms of organisation of 
productive forces, and by the organisational and technical 
improvement of local production, continued to be determined 
primarily by the dynamics of the export sector, not the 
division of labour in the countries themselves. In colonial 
and dependent countries with more or less the same level 
of development and with the same time of involvement in 
the system of the world capitalist division of labour that 
was then being shaped, the impact of the external pres- 
sures on local socio-economic structures was determined by 
the comparative scale of the export sector and the size of 
the population in each country. Those with smaller popula- 
tions usually felt this impact much more. ! 

What all the countries on the colonial perimeter had in 
common, however, was that the stimuli to change the in- 
ternal structure of the dominating feudal and pre-feudal 
methods of production generated by their involvement in 
the world capitalist economy were very limited. They were 
substantially weakened not only by the outflow abroad of 
a considerable part of the revenue produced in the export in- 
dustries, but also by the uncontrolled inflow of imported goods. 

The rapidly developing industries in the capitalist coun- 
tries needed not only cheap sources of raw materials but 
also new markets. This interdependence between the re- 
quirements in raw materials and markets is particularly evi- 
dent under imperialism, when “the export of capital thus 
becomes a means of encouraging the export of commodi- 
ties”.2 While taking from the colonies and semi-colonies 
the raw material they needed, the capitalist countries at 
the same time started to capture local markets. This dou- 
ble-pronged task was accomplished by means of foreign 
trade exchanges. Although a sizeable share of profits from 


' More ahout the relationship between economic progress and 
the size of the population in Chapter Three. 

2 V. T. Lenin, “Imperialism, the Highest Stage of Capitalism”, 
Collected Works, Vo. 22, 964, p. 244 (there and elsewhere Progress 
Publishers, Moscow). 
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the export of raw materials went to foreign companies, the 
remaining part, nevertheless, served to encourage the im- 
port of manufactured goods. Much of it was based on the 
requirements of the export sector itself in industrial and 
consumer (for the foreign specialists) goods. 

A significant feature of these imports was that in effect 
they were an alternative to developing a local manufacturing 
industry. First of all, given the overall socio-economic 
backwardness and the small size of the domestic market, 
potential investors found importing industrial goods to be 
more profitable than setting up industries in the country 
concerned to produce them. Secondly, because of the inabi- 
lity of those countries to regulate imports in the interests 
of their own development, the large-scale (according to lo- 
cal standards) import of cheap manufactured goods made 
it more difficult for them to develop their own industries 
based on their own division of labour. If such industries 
were set up, they at best eked out a pitiful existence, un- 
able to compete with the imported goods. When the econo- 
mic mechanism for deterring the growth of productions unde- 
sirable to imperial country proved uneffective, much the 
same results were often achieved through the colonial ad- 
ministration or through military, political, diplomatic and 
trade pressure on the formally independent but in reality 
dependent countries. It was only in times of economic cri- 
ses or war that there was any lessening of the depressing 
effect of the pressure imposed on the economic structures 
of these countries. Strange as it may seem, crises and wars, 
disrupting the established system of economic ties, created 
certain opportunities (despite the difficulties caused by such 
disruption) for accelerated local manufacture. This is borne 
out by the experience of India and a number of Latin Ame- 
rican countries where the manufacturing industry began 
developing earlier than in other countries. ! 

Despite their stagnant methods of production, the villages 
in the colonial and dependent countries were gradually 


' A, Levkovsky, Specific Features of Capitalist Development 
in India, Oriental Literature Publishers, Moscow, 1963; G. K. Shiro- 
kov, /ndustrialisation of India, Nauka Publishers, Moscow, 1974 
(both in Russian); The Process of Industrial Development in Latin 
America, United Nations. New York, 1966, 
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drawn into the sphere of commodity-monetary relations, ir- 

respective of whether an export sector in agriculture existed 
| or not. To some extent this process was promoted by the 
| imports of manufactured goods undermining village handi- 
crafts. But the main reason was the increased demand for 
food as the urban population grew and so did the number 
of persons engaged in specialised export production. How- 
ever, the archaic system of production relations prevented 
market influence on the agricultural producer, while the 
extremely backward material and technical basis of agricul- 
tural production restricted the use of market mechanisms. 
Other delaying factors were that the internal transport and 
trade networks were undeveloped. In these circumstances 
the mounting requirements of the colonial and dependent 
countries in marketable food were met to a large extent by 
the forcible expropriation of peasant produce through taxes 
and otherwise. 

The expropriation was carried out either by the local au- 
thorities or the colonial administration, «ich for political 
reasons could not ignore the requirements for marketable 
food. At the same time, a fairly important role in drawing 
the peasants into commodity-monetary relations was played 
by the privileged sections of local society, whose status, 
both de jure and de facto allowed them to dispose of the 
fruits of the peasants’ labour. As imports grew and de- 
monstrated the benefits monetary wealth could bring, the 
feudal-tribal and bureaucratic leadership sought to increase 
duties they could collect from the peasants, as did the 
commercial quarters and money lenders to whom the peas- 
ants had to turn to maintain their existence. 

Although the goods taken in the form of duties from the 
peasants could be sold only on the domestic market, the 
very appearance of a wide variety of imported articles there 
imparted to them another significance and colouring. The 
contact with hitherto unknown goods stimulated new require- 
ments and, therefore, also the desire to produce more sur- 
plus goods. Since the growth of these requirements was not 
accompanied by adequate changes in the system of produc- 
tion, the expansion of the surplus product was achieved 
chiefly through reducing the subsistence level of the peas- 
ants to a physical minimum. 
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All this retarded very greatly the growth of productive 
forces in the villages, keeping the vast mass of agricultural 
production at the level of primitive and predominantly na 
tural economies. In India for instance, at the time of its 
independence, more than 60% of food for personal consump- 
tion in the village was derived from peasant subsistence 
economies. They turned to the market only for salt, sugar, 
vegetable oil and tobacco. And food commodities accounted 
for less than 25% of their consumer expenditure. As for 
the productive consumption, according to some estimates, 
at least 80% was provided for on a natural or barter basis. At 
the same time 55 to 60% of all agricultural production that 
reached the market was drawn into commodity-monetary 
relations as a result of non-economic pressure. ! 

To this it should be added that while destroying many 
types of traditional crafts and preventing factory produc- 
tion, the colonial and semi-colonial rulers preserved the so- 
called lowest forms of industry, and in some cases even 
encouraged their expansion. The intensified exploitation of 
the producer stemming from colonial enslavement reduced 
the opportunities for accumulation and, therefore, inhibited 
the development of productive forces and changes in meth- 
ods of production on the peasant holdings. In turn the 
unchanging nature of the system of reproduction and the 
way of life in the villages that developed on its basis en- 
sured that the character of demand remained traditional, 
with only slight deviations in respect to consumer goods. 
This tended to preserve and perpetuate the barter ties be- 
tween certain types of crafts and farming. 

Thus, the creation in the colonial and dependent coun- 
tries of a capitalist export sector, and the emergence in 
some of them of isles of factory industry geared to the domes- 
tic market, had little effect on the extensive pre-capitalist 
sea around them, creating only dualism in the economy, i.e. 
the existence side by side of economic structures, differing 
both in the forms of social organisation and in the level 
of technology and productivity. 


1G. K. Shirokov, “The Evolution of Commodity Economy 
in Colonial India”, in: Commodity-Monetary Relations in India’s 
Economy, Nauka Publishers, Moscow, 1976, pp. 49-50 (in Russian). 
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That, in principle, was the real effect of the commodity 
exchanges forced on the colonial and dependent countries 
from outside to adapt them to the economic needs of the 
imperial countries. What is more, it should be remembered 
that the attraction imported goods held for the feudal- 
tribal and commercial-bureaucratic upper crust stimulated 
their interest in developing foreign trade and, therefore, to 
a certain extent paved the way for an economic and politi- 
cal alliance between the local elite and foreign capital. Both 
these factors tended to perpetuate the backwardness of the 
outlying countries and their dependence on the main cen- 
tres of capitalism. 

The obstacles to the growth of production associated with 
division of labour in the local economy prevented the ma- 
turing of internal socio-political forces that could have 
cracked the inertia of stagnation. The expansion of foreign 
trade helped, directly or indirectly, to consolidate the posi- 
tion of those who held power or served as the link between 
the colonial administration and the backward population of 
the countries exploited by world capitalism and who there- 
fore were in many cases not interested in other forms of 
development. 

So while on the whole the ingression of commodity and 
capitalist forms of the economy did foster the growth of the 
productive forces in the former colonies and semi-colonies, 
their economic development was very lop-sided. Despite the 
claims made by the champions of colonialism, the export 
industries which provided for the needs of the world capi- 
talist market, retarded, rather than stimulated, the growth 
of many other forms of local production. This has now 
been acknowledged directly or indirectly by many bourgeois 
economists. The American economist Hans Singer, for in- 
stance, wrote: “The import of capital into the underdevel- 
oped countries for the purpose of making them into provi- 
ders of food and raw materials for the industrialised coun- 
tries may have been not only rather ineffective in giving 
them the normal benefits of investment and trade, but posi- 
lively harmful.” ! 

1 Hans Singer, “The Distribution of Gains between the Investing 
and Borrowing Countries”, in: The Economics of Trade and Deve- 
lopment, p. 239. 











32 A. Y. ELYANOV 


The preservation of the lop-sided economic development 
of the colonial and dependent countries, while consolidating 
their unequal position in the system of international capi- 
talist division of labour, not only ruled out any possibility 
of the integration of the production of raw materials for 
export with the other sectors of the local economy, but also 
created formidable barriers for any such integration in the 
future. Consequently, the overall economic effect of the de- 
velopment of the traditional export industries in these coun- 
tries remained very limited, even according to statistics 
for the early 60s. 

Capitalist countries benefited from the access to cheap raw 
materials, which helped them to concentrate efforts on de- 
veloping the more dynamic, and therefore the most promis- 
ing, types of industrial production. All taken together this 
tended to form and/or consolidate the gap in the economic 
development of the central and outlying areas of the world 
capitalist economy. 

It would, naturally, be incorrect to see the present socio- 
economic backwardness of the former colonial and depend- 
ent countries solely as the result of action of external fac- 
tors. And it would probably be no less incorrect, if not more 
incorrect, to view that backwardness solely as the result 
of the internal conditions in those countries. With the em- 
ergence of a worldwide capitalist division of labour, the in- 
ternal conditions themselves began to be largely determined 
by external factors. Without probing deep into this ques- 
tion, as it falls beyond the framework of this book, one 
more circumstance should be noted. 

With conditions for production geared to the internal 
market being unfavourable, quite a bit of the surplus prod- 
uct that remained in those countries (after the deletion of 
high monopoly profits of the foreign raw materials and com- 
mercial companies) was usually capitalised in spheres con- 
nected in one way or another with the expansion of the 
selfsame export and import operations. So the national cap- 
ital that began to be formed served in one degree or an- 
other to perpetuate relationships that prevented it consoli- 
dating its own positions. Even more often, the limited op- 
portunities for investing the capital profitably led to an in- 
crease in the non-productive use of the surplus product: 
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growing expenditure on real estate and commercial and 
money-lending operations, hoarding of money or simply the 
spending of more money on consumer goods by the richer 
members of society. When the demand for certain 
goods or services in the colonial and dependent coun- 
tries reached a critical point that ensured the conditions 
for the profitable development of the corresponding types of 
production, it was usually foreign firms that captured the 
most advantageous spheres of investment. That left local 
capital only the spheres that no longer or not yet interested 
the foreign companies. 

The flow of a wide variety of new goods that the privi- 
leged classes in the colonies and semi-colonies obtained from 
the world market resulted in profound structural changes in 
the entire system of local requirements. But without cor- 
responding changes in the composition and level of local 
productive forces, the development of new requirements 
often led to the intensification of the exploitation of the 
largely natural peasant economies and the further narrow 
specialisation in raw materials of the dependent economies. 
In these circumstances, it was exports that remained the 
main and, in some cases, the decisive stimulus for devel- 
oping marketable commodity production. Consequently, the 
growth of the internal market in the colonial countries was 
largely a spin-off of their forcible inclusion in the system 
of worldwide ties and relationships. In essence, all its 
quantitative and qualitative characteristics were in these 
conditions only a stage in the advancement of world in- 
dustrial capital, one of its important transformations. 

With the deepening of the gulf between the economic 
levels of the central and outlying countries of the world cap- 
italist economy, the development of the latter (despite the 
progress of world productive forces) was perpetually depen- 
dent. The most important outcome of such development for 
the countries themselves was that there remained an unpre- 
cedented gap between the rate of formation of new require- 
ments and the opportunities for adequate changes in the 
system of local production. That is where the initial cause 
should be sought for the grave deformations and dispropor- 
tions that to this day plague the economies and markets of 
the developing countries. And in the final analysis, that is 
the cause of the numerous acute problems facing them in 
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the restructuring they have now begun of the backward 
socio-economic conditions they inherited from their colo- 
nial days. 

The necessary conditions for the transition to more ef- 
fective forms of economic development appeared only after 
the winning and consolidation of national statehood in the 
age of competition and struggle between two opposite so- 
cial systems, in the era of the scientific and technological 
revolution and the deepening of the general crisis of capi- 
talism. However, these conditions cannot produce an auto- 
matic effect. Because this large-scale task requires active 
and purposeful efforts of society as a whole stimulating 
and organising these efforts is the most important socio- 
economic and political function of the national govern- 
ments. 


CHAPTER TWO 
THE ECONOMIC ROLE OF THE STATE 


The special significance of the state in overcoming the 
economic backwardness of the developing countries is as- 
sociated with the urgent need to speed up their socio-eco- 
nomic progress. This role is determined by a combination 
of internal and external conditions of their development. On 
the one hand, there is the backwardness of the economy, 
burdened, moreover, by the pre-capitalist structures, there 
is insufficiency and dispersion of material and financial re- 
sources, narrowness and fragmentation of the domestic mar- 
ket, lack of an infrastructure, numerous unresolved social 
problems, and, besides, the weakness of the local entrepre- 
neurship. On the other hand, there are the unfavourable 
trends of the world capitalist market, the unending pressure 
of the imperialist powers on the liberated countries, who 
are entitled to decide for themselves the ways and means 
of their development, and the constantly increasing complex- 
ity of the tasks of industrialisation in an age of scientific 
and technological revolution. All this prompts the conclu- 
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sion that a spontaneous transition of developing countries 
to a modern economy is practically impossible. 

It is true that in a number of fields spontaneous process- 
es and state policy do coincide, but in others—and they 
are usually in the majority, they run counter to each other. 
Consequently, when the state seeks to influence the rate 
and proportions of reproduction and consumption, it inevi- 
tably finds it necessary to regulate the spontaneous process- 
es which could breed or intensify disproportions in the econ- 
omy and complicate or render more acute existing social 
and economic problems. In other words, in the newly liber- 
ated countries, the state is the only real force capable of 
reducing the effect of imperialist pressures and pre-capital- 
ist hangovers, balancing the advancement of modern and 
traditional sectors of the economy, helping to integrate with 
the least damage the backward sectors of the economy into 
the overall production process, and ironing out the contra- 
dictions typical for national capitalism, thereby ensuring 
the best conditions for transforming quickly the backward 
economic structures, setting up a diversified economy and 
ensuring rapid social and economic advancement. 

The state’s economic and organisational role in these 
countries is objectively directed towards finding and mobi- 
lising additional resources and reserves of economic growth, 
and co-ordinating current economic decisions with long- 
term requirements. No less important is the co-ordination 
at a national level of all economic, social and cultural ad- 
vancement. This co-ordination presupposes the active role 
of the state in transforming the archaic social and econom- 
ic structures. It is required to provide the necessary con- 
ditions for coping with technological innovations and for 
resolving the emerging complex social and economic prob- 
lems and contradictions. This includes, apart from agra- 
rian reforms and the restructuring of the credit and finan- 
cial system, measures to organise scientific and research 
work, to develop the health service and general and spe- 
Cialised education, to provide social insurance, increase the 
number of jobs, improve working conditions, etc. 

In the sphere of foreign economic relations, the state in 
a liberated country has to cope with such problems as find- 
ing the material and financial resources the country lacks, 
3% 
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protecting the emerging economy from expansion by foreign 
capital, fighting discrimination against local products on the 
markets of the imperialist powers, and seeking the restruc- 
turing of the entire system of unequal relations. Equally 
important are measures to bring into order and expand the 
market for existing productions. 

There is a fairly wide range of economic and political 
measures employed to speed up the socio-economic progress 
and consolidate the national independence of the develop- 
ing countries. Their choice depends on the concrete con- 
ditions in each country, and on the changes in the balance 
of the socio-political forces and mode of government. But 
the differences in socio-economic policies are not always 
reflected in the rates of economic growth. Much depends on 
the employment of the existing growth leverage, specifically 
on the optimal proportions between new and old forms of 
production. The replacement of old forms without proper 
preparation can lead to a decline in production. In some 
countries hasty measures to put the economy under state 
control led to certain economic and sometimes political re- 
versals. But such facts can under no circumstance serve as 
an argument against the expansion of the state sector in 
the economy of the developing countries. They only 
underline the need for a gradual approach, in keeping with 
the specific conditions in each country. 

At the same time it would be wrong to discount the fact 
that in the time of sharp historical changes a certain 
amount of economic reversals are often inevitable. As a rule 
these losses are subsequently more than reimbursed. Thus, 
a certain decline in production that might be caused by 
changes in political power is usually more than made up 
for when progressive forces take over and organise things 
properly. The decline is due to the need to prepare the po- 
litical, social and economic conditions for a more rapid and 
uniform economic advancement. 

While development requires greater state participation, it 
also gives rise to considerable difficulties. These include the 
overall social and economic backwardness, the big role 
played by semi-natural and small-commodity economic 
forms which are very difficult for the state to control and 
regulate, the predominance of private ownership of means 
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of production in the modern sector of the economy, and 
also political instability. The state’s comparatively limited 
ability to exercise a purposeful influence on the course of 
economic advancement in the liberated countries is also 
largely due to their very strong dependence on external 
circumstances. 

The scale of the stalte’s economic and organisational ac- 
tivities can be judged by its share in the consumption of 
the gross domestic product (GDP), which shows what pro- 
portion of the country’s resources in the total expenditure 
for the year is ploughed back to the state and employed for 
national needs. These include, first of all, the cost of main- 
taining a state machinery (including a police force and 
army), which runs the country and maintains law and or- 
der, and defends the country’s territorial integrity and na- 
tional independence from foreign intervention. Secondly, it 
includes the cost of satisfying part of the current economic 
and social needs of society, which for one reason or another 
cannot be met by private enterprise or are not covered by 
the ability of the population to pay for them. 

The funds mobilised and spent by the state are in the 
final count, because of its class nature, spent in the in- 
terests of the economically strong classes. In order to keep 
a rein on the class struggle and prevent a revolutionary ex- 
plosion, the state uses various forms of regulation designed 
to remove some of the outmoded privileges of the ruling 
classes, alleviate somewhat the position of the working 
people and bring some order to relations between them. 
Much the same aims are served by the measures to improve 
the overall social and economic climate and by the national 
projects. In maintaining a certain amount of order and 
meeting some of the requirements of society, the state en- 
sures the conditions for society’s existence and develop- 
ment. Consequently, the money it spends on these purposes 
could, with some reservations, be regarded as socially nec- 
essary. 

tn the case of the developing countries it is necessary to 
Single out that part of state expenditure which is connect- 
ed with the satisfaction of the economic and social needs, 
since the overall prospects of development depend on them 
very largely, and, consequently, also the nrospects of resoly- 





38 A. Y. ELYANOV 


ing such key issues as overcoming the backwardness of the 
past and consolidating national independence. Besides, state 
allocations for social needs do to a certain extent foster con- 
sumption by the exploited masses and help to improve the 
life of broad sections of the population. By making educa- 
tion more accessible to the oppressed masses the state fos- 
ters its spread, which is essential in raising the class con- 
sciousness and political activity of the masses. However, 
such measures are limited and have a definite class colour- 
ing. The working people, therefore, should not give up their 
day-to-day struggle for their rights and interests, and for 
improvements in their material and social position through 
concessions by the ruling classes and state. 

The organisation of administrative, economic and social 
services of the state is an essential precondition for transi- 
tion to independent development in the liberated countries 
and precedes the modernisation of traditional society and 
the establishment of more or less modern social and eco- 
nomic structures. Consequently the need for developing 
social consumption arises already at the very early stages 
of the establishment of national statehood. As the liberated 
countries gradually assimilate progressive technologies of 
production the need for social forms of consumption is in- 
creased, not reduced. This is due to the increasing unevenness 
of their development, with some sectors assimilating scientific 
and technological achievements, while the country as a 
whole lags behind the economic standards of the industrial- 
ly developed countries. In these circumstances, if the re- 
placement of traditional forms of production, predominantly 
subsistence, by small-commodity and capitalist forms is left 
to take its own course, grave social and economic losses 
may follow. What is more, the need to expand social forms 
of consumption is prompted by the growing role of such 
factors of economic development as administration, organi- 
sation, science, education, training of skilled workers, etc. 

Because of this, despite the low level of economic develop- 
ment and the extremely limited resources social forms of 
consumption were fairly widespread even at the early stages 
of independent national development. The following compar- 
ison is revealing. In the 60s and 70s of the last century the 
now developed capitalist countries used not more than 3.6 
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to 5.6% of their GNP for social needs. This proportion in- 
creased to 10% (a figure that for the developing countries 
could be regarded as the starting point) only in the 20s 
or even the 40s of the present century in some capitalist 
countries, ! 

The accelerated growth of social requirements finds its 
expression not only in the absolute, but also the compara- 
tive expansion of state consumption in the developing coun- 
tries (see Table 1). 


Table 1 


Share of State Consumption in GDP for the Main 
Regions of Developing Countries 


(% in 1975 prices) 


4970 | 1977 





Regions | 1960 


All developing countries 10.3 11.4 13.9 
Africa 41.4 15.5 16.7 
Middle East 10.6 14.4 224 
Latin America 41.4 10.1 10.9 
South and South-East Asia 9.4 9.8 10.2 


Calculated from: Statistical Yearbook, 1978, United Nations, New York, 
1979, pp. 17-20. 

The table shows that the mounting trend in social con- 
sumption takes a different form in different parts of the 
former colonial and semi-colonial outlying regions. While 
in the Middle East and African countries state consumption 
grew much more quickly than the average for the develop- 
ing countries as a whole, in Latin America and South and 
South-East Asia, this growth was on the contrary slower. 
And in the Latin American countries this trend was reversed 
in the 60s—the state’s share in the GDP fell. The differ- 
ent dynamics of state consumption in the main regions of 
the developing world reflected the specific local conditions. 
In particular, a significant role was played by the existing 


! Simon Kuznets, Modern Economic Growth. Rate, Structure, 
and Spread, Yale University Press, New Haven and London, 1966, 
Dp. 236-38. 
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traditions, and the specific ways in which national state- 
hood was established in the different areas of the world. 

Thus, in the Latin American countries, where national 
independence all the way up to the downfall of the world 
colonial system was largely symbolic, the hard core of the 
administrative machine was formed in the last century, i.e. 
immediately after the countries won the right to statehood. 
Subsequently this machinery was only partially modified 
and improved to meet the changed conditions. The need to 
extend the functions of the state arose there at a higher 
level of development of productive forces than in the Afro- 
Asian countries. This was one reason why the share of state 
consumption tended to remain comparatively low. At the 
same time there are some big countries in Latin America 
with comparatively large populations, where, with other 
conditions being equal, the state share of consumption in 
the GDP should be less than in smaller countries with a 
smaller population, since as the volume of state services 
increases overhead costs tend to decrease. 

That, incidentally, partially explains the comparatively 
low average share of state consumption in South and South- 
East Asia where the regional figures, as in Latin America, 
are largely determined by the situation in the big countries. 
Apart from that, the low level of state consumption in 
South and South-East Asia is due also to the fact that they 
have a very large sector of small producers, who are hard 
to tax, and that makes it more difficult to mobilise funds 
for national needs. 

In Africa and the Middle East a reverse situation pre- 
vails: smaller countries predominate with comparatively big 
export economies in most cases founded on the mining of 
mineral and energy resources that are in short supply. The 
profits from the export economies of this type as a rule pass 
straight to the state and provide the money to implement 
the state’s social and economic measures. That is why these 
two regions have a fairly high figure for the state’s share in 
the GDP. 

Both the level of state consumption and the dynamics of 
its growth are closely linked with the size of the state’s 
financial resources. This is clearly illustrated by the exam- 
ple of many Middle East countries, where the lion’s share 
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of state revenue comes from the production and export of 
oil—a commodity in high demand, and since 1973 a com- 
modity for which high prices are paid. Meanwhile, the 
countries of South and South-East Asia and Latin America 
are for the most part importers of oil, and the increase in 
its price has faced them with certain economic difficulties. 
In some of them the unfavourable economic situation has 
aggravated political problems and forced the state to look 
for additional funds to strengthen the police force and army 
and increase the allocations for social needs. In most other 
countries it has had a depressing effect on the dynamics of 
state revenue and, consequently, state consumption. The 
inequality in rates of economic growth has made the differ- 
ence in levels of state consumption between the main re- 
gions of the developing world more noticeable. 

However, a comparison of groups of countries by their 
level of economic development provides a different picture 
(see Table 2). First, it turns out that, on the average, the 
state consumption is growing most rapidly in the more de- 

















Table 2 
State Consmption in Countries wish ‘Different 
Levels of Development 
(share ot GDP, %%)* 

Bre tee cotta Gpeet ta Peauntnes 1960 1977 
‘Top 10 9.3 14.3 
Top middle 16 11.2 13.9 ° 
Lower middle 17 41.7 16.0} 
Lower 12 12.4 14.8 
Average for all countries | 55 | 11.5 | 15.0 


* All figures are average unweighted. 

** Countries grouped on the basis of 1976 figures. Top includes cOun- 
tries with more than US $1,000 GDP per capita, top middle—from US $550 
to 1,000, lower middle from US $250 to 550 and lower—less than US $250. 

Calculated from: ,World Development Report, 1979. Published for the 
World Bank, Oxford University Press, 1979, pp. 134-35. 
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veloped countries. Between 1960 and 1977 its share in the 
GDP (according to average unweighted figures) increased 
in this group of countries by more than 50%, while in the 
top middle group the increase was 24%; in the lower group 
37% and the lowest group only 19%. Secondly, the differ- 
ent dynamics of growth of state consumption led to a cer- 
tain levelling of the different groups of countries in the 
share of GDP from which this consumption was financed. 
However, this levelling should not be misconstrued: it was 
caused by the comparatively weak development of state con- 
sumption by the beginning of the 60s in the top group, 
most of which are Latin American countries. 

It is also necessary to remember that in the top group 
the norm of accumulation is higher, which means a reduc- 
tion in state consumption. So in a certain sense it is not 
quite right to compare the various groups of countries by 
the state’s share in the GDP. Probably a better comparison 
would be achieved by looking at the state’s share in the 
total consumption fund. In the highest groups of countries 
this increased on the average by 50% (from 9.3 to 14.3%) 
in the examined period (17 years) and came right up to the 
figure for the lowest group (14.8%). On the whole, it could 
be said that the convergence, by the end of the 70s, in the 
GDP share for state consumption in effect reflects the 
deepening differentiation between the countries concerned, 
strange as this conclusion may seem at a first glance. 

Contrary to the general trend, in 16 countries of the 55 
(i.e. 29%) on which Table 2 is based, the share of the state 
in public expenditure, far from growing, decreased. In 11 
countries (20%) the decrease ran parallel to a decrease in 
the state’s share of the GDP. Deviations from the general 
trend were due, first, to the limited financial resources of 
countries (Sri Lanka, Benin) and, secondly, to the official 
policy of curtailing somewhat and reprivatisation of public 
forms of consumption (Hong Kong, South Korea, Guate- 
mala, Indonesia, Pakistan, Malawi), thirdly, by increased 
attention to pushing up the norms of accumulation (Ecua- 
dor, Colombia, Madagascar, Zaire), and, fourthly, by various 
combinations of all these factors (the Dominican Republic, 
Nicaragua, Paraguay). 

The general level of the state’s consumer expenses is se- 
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riously influenced also by the number of civil servants. 
Thus, in Asia and Africa, where the administrative machin- 
ery was set up at a time when modern forms of production 
were less developed than in Latin America, the civil ser- 
vice in the early stages of development became an impor- 
tant sphere of the use of hired labour, while state spend- 
ing produced a fairly big labour market. Subsequently, this 
situation continued also due to the widening of the socio- 
economic functions of the state. Much the same result was 
achieved by the process of bureaucratisation and the swel- 
ling of the state apparatus that accompanied it in many 
countries, which was due to lack of administrative expe- 
rience and the complexity of the tasks facing the country. 
Another factor that exercised a certain influence on expand- 
ing the civil service, and thereby increasing the state’s share 
in using the GDP in the developing countries, was the lim- 
ited opportunities for providing jobs in the economic and 
social spheres. G. Myrdal, for instance, noting the excessive 
swelling of the state machinery in the countries of South 
and South-East Asia, attributes this most of all to the great 
difficulties in providing employment to persons who have 
received an education.! Nor should one ignore the tradi- 
tional pattern in many developing countries of specialists 
giving preference to the civil service. One of the worst he- 
ritages of colonialism, according to the American Profes- 
sor A, M. Kamarck is “the African’s acceptance of the idea 
that the best job is a government post”. 2 

The share of the GDP used for the needs of the state and 
its dynamics, in addition to historical traditions, the specif- 
ics of local socio-economic structures and the financial re- 
sources of the state, depend in a number of countries also 
on the nature of the tasks facing them at each stage of de- 
velopment. The reasons for the state’s share fluctuating are 
also peculiar to each country. The state’s participation in 
social development and current economic projects in the 
short term changes depending on policy; equally important 


' Gunnar Myrdal, Asian Drama, An Inquiry into the Poverty of 
Vations, Vol. 1. p. 503. 

2 Andrew M. Kamarck. The Economics of African Development, 
Ivederick A. Praeger Publishers. New York, 1976, p. 36. 
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are the instability of state revenues and the effect of their 
use. Two trends can be clearly detected. 

First, the state’s share in the GDP of countries with a 
socialist orientation, other conditions being equal, is usually 
somewhat higher than the average for that group of coun- 
tries, or its growth is faster than the average. Thus, in Al- 
geria, Angola and the Congo, this share in 1977 exceeded 
the average group figure by 30%, 90% and 160% respec- 
tively. From 1960 to 1977 the state’s share in GDP in Tan- 
zania and Ethiopia increased by 70 and 80%, while the 
average for the lower group to which the two countries 
belong was only 20%. Reflecting the scale and dynamics of 
the state’s participation in social changes, these figures are 
an indication of the increased attention that countries with 
a socialist orientation pay to the population’s welfare. 

Secondly, the state consumption share in the GDP tends 
to grow as the country’s level of development rises. Certain 
exceptions from this rule that become apparent when com- 
paring the various groups are largely due to the specific 
features of the countries forming these groups. Besides, 
in the lower middle, and especially in the lower group, 
the state’s comparatively high share is due chiefly to the 
fairly considerable inflow of external resources. In the latter 
group as a result of this the unweighted average consump- 
tion fund in 1977 reached 99.6% of the GDP. This confirms 
not only a certain universality, but also the long-term na- 
ture of the trend to expand the role and functions of the 
state in all spheres of public life in the developing coun- 
tries. An indirect indication of the same fact is provided by 
the considerably higher state share in consumption in the 
developed capitalist countries,’ although its accelerated 
growth began at incomparably higher levels of development. 

The broad diversity of countries where public forms of 
consumption are spreading indicates that in itself this pro- 
cess is not identical to a departure from capitalist economic 
methods. Experience of independent development shows 


' According to the figures for 1977, when as a result of the pro- 
longed economic recession the level of state consumption in the 
capitalist countries was lower than at the beginning of the 70s, it 
still amounted to 16.8% of the GDP against 13.9%. Calculated from; 
the United Nations Statistical Yearbook, 1978. 
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that the mounting role of the state in public life is in 
many cases combined with every encouragement for private 
enterprise, and in some cases is directed primarily at this. 
Consequently, state participation is a feature not only of 
countries with a socialist orientation, but also of other 
countries where private enterprise is growing rapidly, al- 
though the social and economic functions of the state in 
each of the two groups are far from being identical. 

The active participation of the state in public life in 
the former colonies and semi-colonies cannot be regarded 
as something the local governing circles decided to do on 
their own. As has been shown above, their action was in 
effect predetermined by a combination of those countries’ in- 
ternal and external conditions. Until a developing society 
has matured sufficiently to radically change its very foun- 
dations, the state cannot avoid making at least partial 
structural changes, which the ruling classes are unable (or 
do not wish) to carry out. Nor can the state avoid provid- 
ing certain conditions for the progress of those sectors of 
the social and economic sphere that are essential for the 
normal functioning of reproduction but not covered by in- 
dividual solvent demand, do not attract the private sector, 
and yet require a sweeping economic approach, co-ordina- 
tion at national level, and a certain adjustment to meet 
current and long-term development aims. 

The activisation of the state and the corresponding 
growth of public forms of consumption are largely the re- 
sult of the quick upsurge of socio-economic requirements, 
stimulated by the mastering of modern forms of produc- 
tion and the ‘‘demonstration effect”. The steadfast growth 
of requirements compels the state to take certain compen- 
sation measures to reduce the mounting social contradic- 
tions and thereby ensure the conditions for preserving the 
basic principles of existing society and its development. 
Therefore, the state’s extensive intervention in the public 
life of the liberated countries is an inseparable component 
of the development process. Moreover, on the basis of what 
has just been said, it could be expected that in the forsee- 
able future public forms of consumption in the young na- 
tional states will receive a new additional and strong im- 
petus for growth, which will probably tend to increase their 
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role in the use of the GDP and in meeting the rapidly 
growing socio-economic requirements of local society. 

At the same time the state’s intervention in public life 
in the developing countries is not confined to the sphere of 
consumption. Its direct capital investments in various sec- 
tors are an important lever in the ultimate structure of de- 
mand and production, influencing the general dynamics of 
social and economic development. In other words, a consid- 
erable and sometimes increasing part of the resources mo- 
bilised by the state is used for purposes of accumulation 
and, therefore, is applied to the investment market. Unfor- 
tunately, no systematic statistics exist on the state’s partici- 
pation in forming the basic assets in the developing coun- 
tries. Such figures are published only sporadically and for a 
limited number of countries. So to establish their role, struc- 
ture and dynamics, we shall turn to the available data— 
chiefly for the countries of Africa and Latin America. 

Before attempting a direct analysis of state investment, 
it is necessary to point out that in most developing coun- 
tries there is a clear trend towards their share in the over- 
all state expenditure increasing. The following figures are 
highly significant in this respect. Between 1960 and 1968, 
in 14 of the 20 African countries for which figures are 
available, the share of the state budget earmarked for in- 
vestment grew in one way or another.' At the same time 
in many countries the state’s role in the accumulation of 
capital also increased. In Africa this was true of 13 
(72%) of 18 countries. In Latin America, however, a simi- 
lar trend was marked in the 60s in only 9 (47%) of the 
19 countries. In 2 of the 10 remaining countries the state’s 
share in capital investment fell, although the share 
of the GDP used for state capital investment remained un- 
changed, while in 3 others it rose. In all the 19 Latin 
American countries the state’s share in capital formation 
(according to unweighted figures) rose on the average by 
more than one-tenth (from 29.4 to 33.2%), while the share 
of state investments in the GDP rose by almost one- 
third (from 5 to 6.5%) #. For comparison it could be noted 


' Survey of Economic Conditions in Africa, 1970, Part 1, United 
Nations, New York, 1971, p. 329. 
2 Thid. 
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that the average unweighted share of the state in accu- 
mulation in 7 Asian countries (Iran, Cambodia, Kuwait, 
Malaysia, Singapore, Thailand and Sri Lanka) in 1966- 
1968 was 36.7%, while in 8 African countries (the Ivory 
Coast, Zaire, Zambia, Lesotho, Libya, Mauritius, Nigeria 
and Tunis) —43.6 %).! 

India’s experience illustrates the trend for the state to 
increase its role in accumulation, while at the same time 
actively encouraging private capitalist enterprise. Thus, 
during the second five-year plan (1955/56-1960/61) the 
state capital investments rose to 54% of all investments, 
against the 47% in the first five-year period. During the 
third five-year plan the state’s share in capital invest- 
ments was to rise up to 60%, and in the fourth (1969/70- 
1973/74) up to 60.3%. 

State investments, it will be recalled, are financed from 
the centralised accumulation fund derived from budgetary 
revenue and from the profits of state-owned and mixed 
ownership enterprises. Even taking into account their spe- 
cific features, it can be concluded that the structure of state 
capital investments in the developing countries differs notice- 
ably from that in the capitalist countries. According to 
unweighted average figures, the developing countries sur- 
pass the capitalist countries of Western Europe in the sig- 
nificance of the centralised accumulation fund, and sur- 
pass the United States and Canada in the part the profits of 
state enterprises play in financing state capital invest- 
ment. * The highly important role of the state in the devel- 
oping countries in the process of accumulation is manifest- 
ed in its striving to compensate the general shortage of 
resources through mobilising to the utmost all available 
finance. Since the private capitalist sector is weak, both 
in absolute and comparative terms, and the tasks facing 
the developing countries in the age of scientific and tech- 


' Calculated from: World Economic Survey, 1969-1970, United 
Nations, New York, 1971, Table 31, p. 89. 

2 Albert Hanson, The Process of Planning. A Study of India's 
Five-Year Plans. 1950-1964, Oxford University Press, London, 1966, 
. 206. 
i 3 Calculated from: Survey of Economic Conditions in Africa, 
1960-1964, United Nations, New York, 1968, pp. 38-39. 
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nological progress are complex, the urgent need to increase 
accumulation compels the state to intervene at all stages 
of the process, right up to direct participation in the 
organisation of production. That is why the role of the 
state in accumulation tends to grow. 

No less significant, apparently, are the fluctuations in 
the share of state investments in the main regions. The 
state’s role in accumulation in the liberated countries de- 
pends a great deal on the degree to which private capital- 
ist forms are developed. In countries where they are par- 
ticularly weak the state has to be more active. It is no ac- 
cident that in this respect Africa takes first place, Asia 
second and Latin America is at the bottom of the list. 
Apart from differences in levels of development of produc- 
tive forces, the size of the countries also plays an impor- 
tant role. In small countries, even those that by local stan- 
dards are comparatively well-developed, private enterprise 
is in many cases too weak, by modern technical standards, 
to be able to resolve many of its economic problems with- 
out direct assistance from the state. 

The significance of these and other average figures 
should not, however, be overestimated. The state’s role in 
accumulation differs very greatly from country to country. 
The range of its quantitative characteristics is also very 
wide. For instance, in Uruguay, Costa Rica and Nicaragua 
less than 20% of the total accumulation fund was mobi- 
lised through state channels in the late 60s. This figure 
ranged from 35 to 45% in Argentina, Brazil, Cambodia, 
Iran, the Ivory Coast, Libya, Ecuador, Malaysia, Mexico, 
Singapore, Venezuela, and Zambia; and amounted to al- 
most 60% in Bolivia, Chile and Lesotho. Besides, the in- 
crease or decrease in the state’s share in accumulation does 
not always depend on its initial size. For instance, in Bo- 
livia and Chile this share increased in the 60s even though 
it was comparatively high before that, but in Costa Rica 
and Nicaragua it decreased and it had already been one 
of the lowest. So although the average figures offer only 
a limited picture, nevertheless on the whole they give a 
correct idea of those statistics and indicate the dominating 
trend of their development. 

In this context the following circumstance is significant. 
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In most countries where the state’s share in accumulation 
tended to drop in the 60s, this occurred against the back- 
ground of an increase in the state’s share in consumption. 
Since the amount of money available for financing invest- 
ment and current expenditure is in the final analysis limit- 
ed by the size of the resources the state can mobilise, the 
reduction in state investment is in most cases due not to 
fundamental changes in development strategy, but to the 
faster growth of current expenditure needs. That is largely 
true of such countries as Brazil, Ghana, Guatemala, Costa 
Rica, Mexico, the Sudan and others, where the state’s share 
in accumulation dropped somewhat. Consequently, when 
one analyses the general statistics on the movement of 
funds through state channels, the trend marking the in- 
crease in the state’s share of using the national income in 
the developing countries stands out more clearly than one 
could have thought possible on the basis of the figures 
showing its participation in just current consumption or 
just accumulation. 

Thus, if on the African continent the state’s share in 
consumption expenses in the 60s fell in one-fifth of the 
countries (9 out of 44), and in accumulation in just over 
one-fourth (5 out of 18), it was only in one-sixth of the 
countries for which statistics exist (3 out of 18) that the 
state’s share in the use of all existing resources declined 
during that period. The corresponding figures for Latin 
America are one-sixth (4 out of 25), almost half (9 out of 
19) and one-sixth (3 out of 18) respectively. The trend 
towards an increase in the state’s role in accumulation, 
and thereby in using all available resources, judging from 
the range of countries involved and the unweighted aver- 
age figures, was also clearly evident in the 70s. Thus, for 
instance, the share of state investments in gross capital 
formation in 16 Latin American countries in 1975 already 
exceeded 46%, while their share in the GDP reached 9%.* 


1 Calculated from: Economic Survey of Latin America, 1970; 
Survey of Economic Conditions in Africa, 1970, Part 1; Statistical 
and Economic Information Bulletin for Africa, United Nations, 
No. 11, August 1977; Statistical Yearbook for Latin America, 1978, 
United Nations, New York, 1978. 
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The figures in Table 3 give a general idea of the dynam- 
ics of growth of the state’s share in the overall volume of 
accumulation and consumption. 

Assessing the statistics in Table 3, it should be remem- 
bered that the actual share of the state in the use of the 
gross national product is usually higher than statistics in- 
dicate, since quite a lot of government expenditure by- 
passes the central administration. That explains the ap- 
proximate equality of the unweighted average figures for 
Africa and Latin America in the early 60s. The fact is 
that in the Latin American countries that type of state ex- 
penditure is to some extent taken into account, while in 
Africa it as a rule is not. Yet in the African countries at 
the beginning of the 60s total state expenditure, including 
all capital investment and current expenditure for the oper- 
ation of various autonomous state and mixed ownership 
enterprises and organisations, swallowed on the average 
about one-third of the GDP.! In India, too, close to one- 











Table 3 
State’s Share of Current and Capital Expenditure 
in GNP of Some Developing Countries (°/)%) 
seus" 1Se0se | 1975+ 
Africa 18.6 24.9 24.3 
Latin America 18.3 20.7 


Note: All figures are unweighted average, 


* Data for 18 African and 18 Latin American countries, 

** Data for 39 African and 13 Latin American countries, 
third of the national income was used in the second half 
of the GOs for state expenditure (including the expenses 
of the states’ administrations).* But, in effect, these figures, 


‘ Andrew M. Kamarck, The Economics of African Develop- 
ment, p. 30. 

2R. N. Mitra, “The Budget Strategy Should Be Revised”, 
Bombay Market, Vol. 30, No. 20, 1967. 
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too, fail to provide a full picture of the role played by 
state resources on the national markets of the liberated 
countries, since quite a proportion of their produce failed to 
reach marketable form. 

The national bourgeoisie in the Asian, African and Latin 
American countries, due to their weakness, and faced with 
the generally unfavourable conditions—the small domestic 
inarket and difficult access to foreign markets—have con- 
centrated their efforts chiefly in spheres with a low organic 
structure of capital and quick payback. Consequently, even 
in countries with a comparatively well-developed private 
capitalist sector, the development of the infrastructure and 
basic industries has usually been the job of the state. They 
form the foundation of the state sector, which practically 
everywhere shows a trend to growth. The state in these 
countries, in its attempts to influence more actively the 
general course and proportions of national reproduction, 
also in many cases seeks direct control over the most im- 
portant credit and financial institutions, foreign trade com- 
panies and some of the factories producing consumer goods. 
As a rule, the state sector is considerably more developed 
in countries with a socialist orientation. 

At the same time, in order to bolster and activise the 
private sector, the state in many developing countries sells 
it its goods and services at a discount. This policy tends to 
reduce costs and increase profitability in the private sector, 
facilitating its growth. But, despite the claims of the apol- 
ogists of private capitalist enterprise, it does not inevitably 
provide the conditions for a general social and economic 
upsurge. Because it reduces the already limited material 
and financial basis for stale activities, this policy in many 
cases can make it more difficult to resolve the main econom- 
ie and social problems. What is more, discount privileges, 
continued for a long time, reduce the incentives of the 
private sector for its own organisational and technological 
improvements, thereby undermining its viability. This is 
fraught with the danger of delayed development and 
reduces the efficiency of the national economy. 

In order to speed up the achievement of certain econom- 
ic goals the state sometimes subsidises some sectors of the 
economy through budgetary, tax and credit privileges. In 
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some cases it deliberately encourages certain types of pro- 
duction, or sets them up itself, even though the market for 
them is not yet sufficient. In so doing the state makes up 
the losses resulting from the absence of solvent demand, 
thereby expanding the framework of the market and creat- 
ing the conditions for its accelerated growth in the future. 
In this it leans on the multiplication effect. The state also 
has to provide subsidies when new capacities are being de- 
veloped. 

However, the rational scale and the length of existence 
of non-profitable productions are limited objectively by the 
country’s economic potential and the state’s own resources. 
In prineiple, the less developed the country, the more limit- 
ed its opportunities for using such methods and the heavier 
the burden of subsidising unprofitable productions that falls 
on the economy as a whole. However, state support for 
unused capacities, no matter for what reason, is never- 
theless a strictly auxiliary lever and its operation in the 
conditions prevailing in the developing countries is serious- 
ly limited by the shortage of available funds. Another de- 
terrent to the operation of unprofitable productions is the 
need to resolve sooner or later the problem of their com- 
petitiveness. 

The state also has quite a number of other economic le- 
vers for influencing the general course of reproduction in 
the liberated countries. Alongside with taxes, licensing of 
investments and setting production quotas, it can also use 
control over prices and monetary circulation, foreign trade, 
currency control, etc. Influencing through such channels the 
distribution and redistribution of the national income, the 
state acts as an important factor determining the level and 
direction of economic investments, as well as the dynamics 
and structure of the national solvent demand. 

As the state in the developing countries often suffers 
from an acute shortage of funds, in many cases it has to 
attract funds from abroad or resort to methods of deficit 
financing. But this tends to aggravate balance-of-payments 
problems and push up inflation. What is more, while the 
state’s activities stimulate consumer and investment de- 
mand, it is often unable to provide ail the conditions for sa- 
tisfying this demand. There are at least three reasons for 
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this. First, because the state’s operations are by necessity 
largely limited to creating the general conditions and prere- 
quisites for accelerating economic progress, and these do not 
always produce results. Secondly, the economic effect of the 
state’s measures is, aS a rule, not very great. Thirdly, since 
the production basis is rather narrow and the domestic im- 
pulses for economic growth prompted by state action weak, 
demand in many cases requires an increase in imports and 
this is not always properly balanced by changes in the ex- 
port sector of the economy. 

So, despite the objective necessity, the state’s measures 
to strengthen its economic positions and widen its regulat- 
ing functions can become a destabilising factor. This vi- 
cious circle can, it seems, be broken only by strengthening 
the state sector, while at the same time raising the econom- 
ic yields from all state expenditure. It is also essential for 
state efforts to be carefully co-ordinated with the overall 
possibilities and objective requirements of the socio-econ- 
omic development of each country. 

Since it is necessary for the state to expand its manage- 
rial functions in order to ensure normal reproduction in 
conditions of the accelerated transformation of heteroge- 
neous socio-economic structures, quite a part of which are 
founded on archaic methods of production, it would be rea- 
sonable to suppose that the trend towards increasing the 
role of state investments in the developing countries is a 
long-term one. But this does not mean that a forced pace 
for state forms of economic production should be set. At 
each stage of development there exist objective limits to 
such changes. The thing is that with heterogeneous socio- 
economic structures in the country, the state cannot act on 
its own and successfully direct the process of development 
without relying on the private sector and making use of 
its potential. 

And as the socio-economic heterogeneity, resulting from 
the existence of a considerable sector of pre-capitalist and 
small capitalist forms of production, cannot be done away 
with in a very short historical period, it is therefore inevi- 
table that the state and private sectors coexist side by side 
for a long time. The problem in a mixed economy is to en- 
sure that the state and private forms of production comple- 
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ment each other harmoniously under the general guidance 
and control of the state. 

Quite obviously, the ratio into which the two are com- 
bined depends on the concrete conditions and level of de- 
velopment of each country. The real ratio will depend on 
the state’s policy. But its possible limits are determined by 
objective circumstances. Consequently, if these limits are 
violated there are bound to be losses. Premature attempts 
to impose state ownership, and, equally, unjustified delay 
in doing so, can disorganise production and hold up the 
entire process of development. 

State intervention in the economy of the liberated coun- 
tries substantially modifies the general mechanism of their 
development. The state’s growing share in the use of the 
national income reduces comparatively (and sometimes in 
absolute terms) the sphere of purely market economic 
forms, whose development is stimulated by the greater di- 
vision of labour and its greater productivity, since state 
consumption is largely affected by the market only in- 
directly. The socio-economic policy of the state also intro- 
duces its amendments to the action of market forces. 

An analysis of the economic activities in the liberated 
countries reveals clearly that only the state is able to find 
the resources to finance the production and consumption 
of a whole series of goods and services of vital significance 
to the socio-economic advancement of these countries, At 
the same time, using the opportunities offered by its polit- 
ical power, it influences directly or indirectly the entire 
system of relationships in the national economy. By imple- 
menting its economic and social measures, the state helps 
to strengthen certain trends, reduces the effect of others, 
and changes the impact and direction of yet others. Conse- 
quently, the economic development of the former colonies 
and semi-colonies can no longer be regarded as a purely 
spontaneous process or the result of the action of external 
forces. Much now depends on the social, economic and po- 
litical actions of the national state and on the extent to 
which these actions conform to the requirements and abili- 
ties of the local economy, and on the situation in the inter- 
national division of labour. The state’s vigorous interven- 
tion in economic life changes the relationship between the 
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spontaneous and the organised trends in favour of the lat- 
ter, turning the domestic market in the countries of Asia, 
Africa and Latin America into a largely regulated sphere of 
operations. As a result, studies of the main structural char- 
acteristics of the domestic market of the liberated coun- 
tries become increasingly important, since the knowledge of 
the trends and regularities of its development assumes not 
only theoretical significance, but also great practical impor- 
tance. aé 











PART TWO 


STRUCTURAL CHARACTERISTICS 
OF A NATIONAL MARKET 


In order to determine the main outline of the domestic 
market and the trends of its development, it is essential to 
examine the entire complex of socio-economic relations that 
breed the requirements taking the form of a solvent de- 
mand. Apart from production, which is the source of market- 
able goods and cash incomes, and from the consumer who 
uses the goods, this complex also includes distribution and 
consumption, on which the composition of market demand 
depends, and the formation of accumulation funds and the 
additional requirements in production commodities that it 
gives rise to. In examining these processes the main atten- 
tion is focused on studying their internal regularities, 
as this makes it possible to reveal more exactly the outlook 
for the economic growth of the liberated countries. 

First and foremost, apparently, it is essential to establish 
the level of development reached and the capacity of the 
market. And the point is not only that this gives an idea 
of the general purchasing power of the population of a 
country. Because of the somewhat quantitative definition 
of the technical and economic parameters of many types of 
modern production, the level of development and capacity 
of the market in individual countries inevitably affect the 
sectorial proportions of their economic growth. The depen- 
dence between the expansion of the market and the diver- 
sification of production is due, also, to the existence of a 
cause-effect connection in the development of these two 
spheres of the economy. 
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CHAPTER THREE 


THE LEVEL OF DEVELOPMENT 
OF THE MARKET AND ITS CAPACITY 


To begin with it is essential to define clearly the theoreti- 
cal tenets used to determine the level of development and 
capacity of the domestic market. 

Although a number of parameters describing the capacity 
of the market and the level of its development are the same, 
it is essential to underline that the two concepts are not 
identical. The level of development is assessed by the 
spread of commodity-monetary relations and the degree of 
social division of labour, while the capacity or size of a 
market also has to include the number of consumers it 
serves. It would seem sufficient to know the total value and 
composition of the goods sold (or bought) to define the 
market situation. But since we are interested in the dynam- 
ics of its main components, it is also necessary to take 
into account the number of consumers with whose needs, 
in the final count, the entire volume of goods produced in 
the country is connected. 

The founders of Marxism repeatedly pointed to the organ- 
ic connection between the size of the market and the op- 
portunities it generates for economic growth, on the one 
hand, and the number of consumers, on the other. Thus, 
Karl Marx wrote: “The size of the market has two aspects. 
First, the mass of consumers, their numbers. But secondly, 
also, the number of occupations which are independent of 
one another.” ! Engels stressed the primary significance of 
the number of consumers for the capacity of the market. In 
a letter to Danielson he pointed to the immense waste of 
productive forces resulting from the expropriation of the 
peasants and old landlords and from the barbaric exploita- 
tion by emerging capitalism of the natural resources of 
Russia. He stressed that “after all, a population of more 
than a hundred million will finally furnish a very consider- 
able home market for a very respectable grande indu- 
strie”’, 2 


' Karl Marx, Theories of Surplus-Value, Part Il, p. 269. 
2 Engels to Nikolai Frantsevich Danielson, in St. Petersburg, 
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The dependence of the size of the market on the number 
of consumers it serves is, in effect, the result of the social 
nature of commodity production. The bigger the society, the 
greater the opportunities for production development. At 
the same time part of the consumers of marketed commod- 
ities are themselves producers. Consequently, the size of 
the population can serve as something of an indicator that 
gives‘an idea not only of society’s consumption potential, 
but also its production potential, which (in the given so- 
cio-economic conditions) determines the overall size of the 
national market of a country. 

Of course, no direct connection exists between the size 
of the population and the degree of specialisation of labour, 
because the number of specialised productions can increase 
without any increase in the number of consumers (or pro- 
ducers). However, as Marx noted, “the proper development 
of the division of labour presupposes a certain density of 
population”.! Since the size of the population defines the 
general outline of the production and consumption potential 
of each country, it affects the overall capacity of the na- 
tional market, and thereby indirectly the level of its devel- 
opment. The extent of this influence is usually in an in- 
verse ratio to the level of development. The lower this lev- 
el, the greater the dependence of the market capacity on 
the size of the population. The thing is that in backward 
social systems, where the requirements for basic capital 
and the material components of current capital are by ne- 
cessity very limited, the role of consumer demand, on 
which the general purchasing power of the market depends, 
is relatively higher. A higher level of development presup- 
poses greater use of constant capital, and that reduces the 
relative significance of consumer demand, the size of which, 
all other conditions being equal, is determined by the size 
of the population. 

At least two important conclusions can be drawn from 
the noted relationship between the factors determining the 
level of development of the national market and its capac- 


October 17, 893, in: Karl Marx, Frederick Engels, Selected Cor- 
respondence, p. 438. 
1 Karl Marx, Theories of Surplus-Value, Part III, p. 269, 





STRUCTURAL CHARACTERISTICS OF MARKET 59 


ity. First, countries that have reached the same level of 
economic development could have national markets of en- 
tirely different size, and conversely, they could have mar- 
kets comparable in their overall purchasing power, but be 
at different stages of economic progress. Consequently, a 
comparatively bigger purchasing power of the national mar- 
ket could be connected not only and even not so much 
with the high level of its development, as with the greater 
size of the local population. That kind of market is typical 
for the big developing countries. 

Secondly, national markets equal in capacity but serving 
different numbers of consumers will inevitably differ both in 
the pattern of demand and in the conditions they provide 
for future economic growth. However, if all national econo- 
mies are considered in the context of the world economy, it 
is clear that in principle the differences in the consumer 
potentials basically affect not the general level, but only 
the forms and directions of development. In small coun- 
tries, small population restricts the production and con- 
sumption potential of the national economy and compels 
the country to concentrate its efforts on a comparatively 
limited range of productions and, correspondingly, forces it 
to participate more intensively in international trade. This 
compulsion is much weaker in countries with large popu- 
lations. 

These considerations, I believe, make it possible to define 
more accurately the concept of big and small countries 
often used in economic literature. We believe that this con- 
cept should not be founded on one feature alone, but on 
the combination of all natural, territorial, demographic, 
economic and political factors. Since, however, these factors 
are not of equal significance, it would probably be more 
correct to single out the most important one. Can the coun- 
try’s territory serve as such a criterion, as suggested by the 
French Professor G. Marcy?! Apparently, not. That this 
would be wrong is apparent from the fact that no one would 


1G. Marcy, “How Far Can Foreign Trade and Customs 
Agreements Confer upon Small Nations the Advantages of Large 
Nations?”, in: Economic Consequences of the Size of Nations, McMil- 
lan & Co., Ltd., London, 1960, pp. 266-68. 
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think of describing Chad as a big country (in the economic 
sense), although its territory is twice the size of France. 
Equally inapplicable is comparing countries by their per 
capita income or gross domestic product, criteria used by 
the American economists S. Fabricant, C. D. Edwards and 
B. A. de Vries.! One could hardly call Belgium a big 
country, although in per capita income and even in gross 
domestic product it surpasses Indonesia—obviously a big 
country. 

More appropriate as the determining factor seems to be 
the size of the domestic market, suggested by the Soviet 
economist P. I. Khvoynik as the priority.” But, in our opin- 
ion, that criterion still does not stand the test. The con- 
trast between Belgium and Indonesia when it comes to 
market capacity is even greater than in per capita income 
or gross domestic product: in Indonesia the greater part of 
the GDP is consumed by those who produce it and it does 
not become a marketable commodity bought or sold on the 
market. Consequently it takes no part in shaping the 
market. Moreover, the concepts of big and small markets 
are not identical for the developing and capitalist countries. 
So, if this is taken as the main factor there can be no sin- 
gle classification. 

Among the other factors the most suitable for dividing 
countries into big and small ones, from our point of view, 
is the size of the population. This may serve as the main 
criterion, with all the rest taken in respect to it. Of course, 
the small and big developing countries differ in principle 
from the capitalist countries in all respects—social, econom- 
ic and political. Nevertheless, comparable population in 
these countries make it possible to detect similarities in 
their development, at any rate from the point of view of the 
possibilities of depending on the domestic market. 


! §. Fabricant, “Study of the Size and Efficiency of the American 
Economy”, C. D. Edwards, “Size of Markets, Scale of Firms, and the 
Character of Competition”, in: Economic Consequences of the Size 
of Nations, pp. 35-53, 117; Barend A. de Vries, Experiences of De- 
veloping Countries, pager ae hana for Reconstruction and De- 
es Washington 1967, ey 

Khvoynik, World rade and the Economic Progress of 
nese Countries, Mezhdunarodniye Otnosheniya Publishers, 
Moscow, 1974, p. 59 (in Russian). 
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An analysis of the economic structure of the former colo- 
nial and dependent countries confirms that because of the 
prolonged lop-sided development of their economy, their 
domestic market, as a rule, is not properly developed. One 
of the most striking illustrations of this is the fact that they 
still have big sectors of natural or semi-natural economies. 
In Africa, for instance, according to the estimates of the 
UN Economic Commission for Africa, on the average one- 
third of the GDP in the late 50s and early 60s was derived 
from the natural economy. The average figure, of course, 
fails to show important differences from country to country. 

From a number of indirect indications, it can be seen 
that in the developing countries of South and South-East 
Asia commodity-monetary relations are approximately on 
a par with Africa. The following data point to the fact that 
the share of the subsistence economy in the countries of the 
two regions is comparable. The saleable agricultural com- 
modities in India throughout the 50s, when agriculture ac- 
counted for more than half the national income, ranged 
from 22 to 39% of the gross output.! If we take an in-be- 
tween figure 30% and assume that non-commodity produc- 
tion exists only in agriculture (in reality it also occupies a 
considerable place in building, the services and the crafts), 
we find that the produce used by the producers themselves 
ensured in that decade at least 35% of the country’s na- 
tional income, or almost as much as in a typical African 
state. Yet, according to the estimates of the Indian econo- 
mists themselves, who also assumed that commodity pro- 
duction in agriculture equalled about one-third of gross 
production, the non-commodity sector of the economy at 
the end of the 50s produced up to 55% of the country’s na- 
tional income. ? 

India, although it has a very well-developed industry, 
belongs to the group of countries with a medium level of 
development of the commodity economy (according to its 
share in the national economy). This is confirmed by the 


1G. C. Jangir, Our Economic Problems, National Publications, 
Delhi, 1965, p. 158. 

2 National Income of India. Growth and Distribution (1950/51 to 
1960/61). Facts and Problems, IMC, Economic Research and Training 
Foundation, Bombay, 1963, p. 23. 
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figures for Indonesia and Pakistan (before the separation 
of Bangladesh as an independent state). According to the 
estimates of the well-known Pakistani economist Mahbub 
ul Hag, from 20 to 25% of Pakistan’s national income in 
the 50s originated in the subsistence economy, while an- 
other Pakistani economist, P. Hasan, puts that figure at no 
less than 30%. During that same period in Indonesia, ac- 
cording to the Soviet economist V. I. Antipov, from 20 to 
25% of the local saleable produce was sold on the external 
market, while the exports’ share in the national income at 
that time amounted to about 8-10%.1 It can, therefore, be 
concluded that no less than half the national income of the 
country still originated from the subsistence economy. It 
should also be remembered that India, Indonesia, Pakistan 
and Bangladesh then accounted for about 67% of the ag- 
gregate GDP of all countries of South and South-East Asia. 

The approximate equality of the share of exchange econ- 
omies in the national economy of the countries of the re- 
gion with the average figure for the African states is con- 
firmed also by the small difference in their per capita in- 
comes. A. M. Kamarck notes the comparatively favourable 
postwar demand for the main items of African export and 
underlines that probably thanks to this the role of the com- 
modity-monetary sector in the economy of the African 
states was upgraded to the standards of the developing 
Asian countries. ” 

It needs hardly be said that in the two decades that have 
passed since those estimates were made, the role of com- 
modity-monetary relations in the economy of the African 
and Asian countries has undoubtedly increased. What is 
important is to establish, at least approximately, to what 
extent. No comprehensive figures exist, only fragmentary 
ones. They refer to individual countries and to short pe- 
riods. The picture they present is a very mixed one. Thus 
the share of the subsistence economy in the GDP in 
4966-68 compared with 1960-62 dropped in the Cameroons 


1V, I. Antipov, Jndonesia (Economic and Geographic Survey), 
Mysl Publishers, Moscow, 1961, p. 401; Problems of Present-Day 
Indonesia, Nauka Publishers, Moscow, 1968, p. 10 (both in Russian). 

2 Andrew M. Kamarck, The Economics of African Development, 
pp. 34-35, 72. 
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by only 2.5% (from 17.3% to 16.9%), and in Kenya by 5.9%, 
while in the Ivory Coast the share of the non-commodity 
sector in the GDP fell by 20% and in ‘unisia by more than 
25% (from 13.5 to 10%).1 The date for these and certain 
other countries indicate that the difference in the reduction 
of the role of the subsistence economy is due primarily to 
the difference in the rate of growth of the commodity and 
subsistence sectors. It also follows that the dynamics of the 
latter are fairly closely connected with the natural incre- 
ment in the population, although there are certain devia- 
tions that point to some improvement or, on the contrary, 
deterioration in the position of the poorest sections, espe- 
cially those who live off their subsistence economy. 

All these circumstances help make at least an approxi- 
mate assessment of the shifts in the ratio between commod- 
ity and subsistence production in the developing countries 
of Africa and South and South-East Asia. Let us assume 
that production in the subsistence economy of both regions 
grew in 1960-1980 on the average at the same rate as the 
population, ie. at a rate of 2.5% a year. In that case the 
volume of non-commodity production in both regions in- 
creases by 64% by the beginning of the 80s, amounting to 
48 units compared to 33 in 1960, when it accounted for 
33% of the GDP. Yet the average annual rate of economic 
growth of the young national states in Africa during those 
20 years equalled about 4%, and in South and South-East 
Asia—4.4%.? In other words, the aggregate GDP of the two 
regions by 1980 had increased by 119 and 137% respec- 
tively compared with 1960. Consequently, the share of the 
subsistence economy in the developing countries of Africa 
dropped by the beginning of the 80s to about 22%, and in 
South and South-East Asia to 20%. 

These estimates are fairly conservative ones, since they 
do not take into account the process of the peasants revert- 
ing to a subsistence economy as a result of frequent poor 
harvests, sharp drops in market prices and the further divi- 


1 Calculated from: World Economic Survey, 1969-1970, Table 4, 


p. 16. 
2 Calculated from: Statistical Yearbook, 1978, United Nations, 


UN data for 1950-1977, The figures for 1977-1980 are estimated. 
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sion of plots, on the one hand, and, on the other, because of 
the reduced pressure on them to produce saleable produce 
as a result of agrarian reforms. 

It should be underlined that the fall in the share of the 
subsistence economy did not cause any notable shifts in 
the character of employment, since the comparative drop 
in the significance of non-commodity forms of production 
took place mostly through an increase in the productivity 
of labour in the commodity-monetary section of the econo- 
my. In other words, the growth of the commodity sector was 
not accompanied by a corresponding increase in the num- 
ber of people involved in the sphere of commodity-monetary 
relations. Consequently, society’s power of consumption 
grew slowly, because, as Lenin had underlined, ‘for the 
home market it is by no means the producer’s income in 
general (by which the level of his prosperity is determined) 
that is significant, but exclusively his income in cash’. ! 

But because of the immense difference between the pro- 
ductivity of labour in the commodity-monetary sector and 
in the subsistence sector, even the high share of commodity 
production in the economy does not always indicate that 
market relations are widespread. In Zambia, for instance, 
which in the 60s held a leading place among African coun- 
tries in per capita income and production for the market, 
the bulk of the peasantry, accounting for 80% of the econom- 
ically active population, were engaged in a subsistence or 
semi-subsistence economy.” In essence, the picture is much 
the same now in most of the developing countries in Africa 
and Asia which sell minerals on the world market. The same 
result of narrow specialisation on the export of minerals is 
evident in the Latin American countries. But there the con- 
sequences are not so marked as small-commodity and capi- 
talist forms of economy on the Latin American Continent 
have by now been considerably developed. 

In countries specialising in the export of farm produce 
that requires large numbers of workers for its production, 
the share of the population engaged in the commodity-mon- 
etary sector of the economy is, as a rule, higher than in 

1 Vv. I. Lenin, “New Economic Developments in Peasant Life”, 


Collected Works, Vol. 1, 1963, p. 38. 
2 Survey of Economic Conditions in Africa, 1960-1964, p. 159. 
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those exporting minerals.‘ At the same time, in view of 
the poor technical equipment of such production in some 
cases and its weak ties with the other spheres of the local 
economy in others, export specialisation in farm crops in 
conditions of dependent development also failed to solve 
the problem of establishing commodity-monetary relations 
in the former colonial and dependent countries. Thus, in 
Kenya in the mid-60s, more that 75% of the active popula- 
tion worked in the subsistence or semi-subsistence economy, 
and in the Sudan this figure amounted to no less than 80%, 
i.e. practically the same as in Zambia.* No statistics are 
available to show what proportion of the population was en- 
gaged in production for their own consumption in the other 
African states. But one can hardly argue with A. M. Ka- 
marck’s conclusion that “for the average African, the goods 
and services produced within his household or by the fam- 
ilies of his kin are still more important and include more of 
the necessities of life than the goods he buys or sells”.? A 
comparison of the statistics on the share of the non-commod- 
ity sector in the economy gives grounds for believing that 
for the population of the Asian countries the subsistence 
economy is no less important than for the African peoples. 

Even in Latin America where commodity forms of pro- 
duction are on the whole much more developed than in Af- 
rica and Asia, the proportion of the active population that 
has no connections with the market is fairly high. By the 
beginning of the 60s this figure was about 10% only in Ar- 
gentina, Uruguay and Chile. In Venezuela it was about 
17%, in Mexico and Panama—more than 20%, in Brazil— 
more than 25%, in Colombia and Peru—almost 30%, in 
Kcuador—33%, in Guatemala and Paraguay—almost 40%, 
and in Bolivia even more. # 


! More details in: R. Andreasyan and A. Elyanov, “Single Com- 
modity Specialisation and Economic Independence”, World Economy 
and International Relations, No. 6, Moscow, 1962 (in Russian). 

2 World Marzist Review, No. 10, 1969, p. 34; Republic of Kenya. 
Development Plan. 1966-1970, Nairobi, 1966, pp. 83, 100-02. 

3 Andrew M. Kamarck, The Economics of African Development, 

. 33. 

is 4 Calculated from: Jerzy CKleer, Analiza struktur spoleczno- 
ekonomicznych Trzeciego Swiata, Panstwowe wydawnictwo ekono- 
miczne. Warsaw, 1965. 
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Of course, it is necessary to treat with great caution the 
figures on the proportion of the population in the develop- 
ing countries that has already been drawn into the sphere 
of commodity-monetary relations and the proportion still 
living off their subsistence economy. And not only because 
their statistic departments are still weak. Caution is neces- 
sary because the local economic structures are still in a 
fluid state, and that tends to make the social status of a 
considerable part of the active population rather indetermi- 
nate. 

In the young national states of Asia and Africa the small 
producer is the most typical figure in the period of transi- 
tion from a subsistence to a commodity economy and from 
simple exchange production to capitalist production. He also 
plays an important role in Latin America. And it is the 
small and smallest producers of the traditional type that 
play a noticeable part in shaping the marketable fund of 
farm produce in the developing countries. For instance, in 
Egypt, Brazil, Ghana and Thailand they account for a sub- 
stantial, if not the greater, part of the exports of cotton, cof- 
fee, cocoa and rice. Nor should the significance of the small 
farms in ensuring the needs of the domestic market in the 
developing countries be underestimated. In India, for in- 
stance, in the 50s and early 60s 40 to 47% of the farm pro- 
duce sold on the domestic market originated on such small 
holdings. However, most small producers were not fully 
drawn into market relations: a certain and usually fairly 
big part of their needs were still met directly, bypassing 
market channels, i.e. within the framework of the semi- 
subsistence or even predominantly subsistence economies. 

Thus, in Ethiopia in the early 60s the small peasant hold- 
ings ensured 67% of the entire agricultural production for 
the market, yet their saleable produce amounted to only 
17% of the gross product.‘ In India, however, in the same 
period between 20 and 30% of the produce of the small 


peasant holdings found its way to the market.? In Morocco 


1 A, Elyanov, Ethiopia, Mysl Publishers, Moscow, 1967, p. 38 
(in Russian). 
2 Vv. G. Rastyannikov, The Agrarian Evolution in a Multi- 


Structural Society. The Experience of Independent India, Nauka 
Publishers, Moscow, p. 128. 
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in the 50s and Tanzania in 1960-1962, the saleable part of 
farm produce grown without the use of hired labour amount- 
ed to about 30% of the gross.! There are no such statistics 
for Latin America. However, the American economist 
W. C. Gordon maintains that at the beginning of the 60s 
farm production for the use of its direct producers still 
played a more important role in the life of the peasants 
than produce for the market. Commercial farming, he says, 
was more important only for maintaining trade and finan- 
cial relations with the outside world.? That view is con- 
firmed by the figures on the marketed share of agricultural 
produce. @ 

The partial departure from a subsistence economy and 
the involvement of the peasants of the former colonies and 
semi-colonies into market relations is far from always the 
result of the internal logics of economic development—the 
appearance of surplus produce as a result of higher produc- 
tivity of labour (or favourable weather conditions) or the 
emergence of new personal or production requirements that 
could be satisfied only by turning to the market. As has 
already been noted, the peasant’s entry into the market is 
more often than not prompted by the need to pay cash dues 
to the feudal or tribal lords, to repay debts to money lend- 
ers or the landlord, or to pay state taxes. In effect the 
produce which the feudals, landlords or money lenders ex- 
propriate from the peasants and then sell on the market be- 
longs to the same category. 

In these circumstances the figures showing peasant involve- 
ment in market relationships cannot serve as a true indi- 
cation of the level of their development. Moreover, since 
the income from the forced sale of produce falls for a con- 
siderable, if not the greater, part into the hands of the feu- 
dal and tribal chiefs, commercial and usury capital and the 
state, the actual number of consumers of marketable pro- 
duce does not necessarily coincide with the number of peo- 


1 Structure and Growth of Selected African Economies, United 
Nations, New York, 1958, p. 147; Background to the Budget. An Eco- 
nomic Survey, 1966-1967, Dar es Salaam, 1967, p. 414. 

2 Wendell C. Gordon, The Political Economy of Latin America. 

3 Jerzy Kleer, Analiza struktur spoleczno-ekonomicznych Trzecie- 
go Swiata, Warsaw, 1965, pp. 60-61. 
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ple engaged in production for the market. In those cases 
when all the small commodity producers are also consumers 
of market commodities, their demand is, as a rule, negligi- 
bly small in volume and very limited in variety. So their 
participation in shaping the consumer demand of society is 
more than modest. 

Thus, the bulk of the population in the developing coun- 
tries still obtains the greater part of its means for subsis- 
tence from non-commodity production. As a result even in 
the biggest countries the solvent demand remains very li- 
mited. The underdeveloped state of commodity-monetary re- 
lations affects the markets of the small countries most no- 
ticeably. As Professor L. Currie of the National University 
of Colombia pointed out: “If half or more of the population 
economically do not exist, or are unemployed, and if only, 
say, 20 percent of the remainder can exert a really effec- 
tive demand for goods, the market is considerably smaller 
than appears at first sight.” The consequences of the lim- 
ited involvement in economic exchanges of the consumer 
potential of society is stated even more clearly by the Bri- 
tish scholar A. M. O'Connor. Examining the situation in 
East African countries, he noted: ‘“‘Many manufactured 
goods are quite beyond the pocket of most of the popula- 
tion, so that the total number of people in each country 
give little indication of the size of the market.” 2 

Another indication of the low level of development of the 
internal market in the former colonial and dependent coun- 
tries is the fact that wage labour is not at all widespread. 
By the beginning of the 70s, the number of wage labour- 
ers amounted on the average to 34-35% of the active pop- 
ulation, with immense differences in the individual re- 
gions and countries. In effect wage labour was more com- 
mon only in Latin America, where more than 60% of all 
the active population was involved. But such a high figure 
is not typical for all the countries of the continent. At the 
end of the 60s the proportion of the active population en- 
gaged in wage labour amounted to 70-73% in Mexico, Ar- 


1 L. Currie, Accelerating Development. The Necessity and the 
Means, McGraw-Hill Book Company, New York, 1966, p. 45. 

2 A. M. O'Connor, An Economic Geography of East Africa, 
Frederick A. Praeger Publishers, New York, 1966, pp. 158-59, 
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gentina, Uruguay and Chile, about 67% in Venezuela, but 
only from 30 to 45% in Bolivia, Guatemala, Honduras, the 
Dominican Republic and Panama. In Haiti the figure was 
even lower—somewhere around 15% or at most 20%. ! 

The proportion of wage labour in the developing coun 
tries of Asia on the whole corresponds to the average. In 
such countries as Malaysia, Singapore and Sri Lanka it is 
quite comparable with Latin American standards, while in 
others, like Nepal or Thailand, it does not exceed 12-15%. 

In the young African states wage labour is least 
developed. Only 20-22% of the labour force works for a 
wage. In the north of the continent 50-52% of the active 
population works for a wage, while in Tropical Africa not 
more than 12% on the average, with even less—only 3-5% 
in such countries as the Upper Volta, Dahomey, Niger and 
Chad. 2 

However, because of the extreme economic backwardness, 
wage labour in the developing countries is very different 
from that in the capitalist countries, and its differences 
place it to one extent or another outside the system of mar- 
ket relations. The use of wage labour cannot always serve 
as a yardstick for the development of capitalist production 
relations. About 45% of the people working for a wage in 
the developing countries are concentrated in agriculture, 
where numerous transient forms of production and corres- 
ponding methods of exploitation of hired labour are wide- 
spread. Quite a considerable section of the agricultural pro- 
letariat are farm hands and casual workers, who own small 
plots of land and therefore have not lost their ties with the 
subsistence economy. This type of wage labour is most 
common in South and South-East Asia and in Northern Af- 
rica. Even if the greater part of the income of this category 
of the population is derived from wages, their dependence 
on the market for subsistence still remains very limited. Re- 
liance on the market is probably even less among the sea- 
sonal and migrant workers, an important element in the 


1 R. Zinovyeva and L, Friedman, “The Economically Active Popu- 
lation in Latin America”, World Economy and International Rela- 
tions, No. 4, 1969, pp. 59-60; “Wage Labour in the Developing Coun- 
tries”, World Marzist Review, No, 3, 1973, p. 44. 
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work force engaged in many types of agricultural and min- 
ing production in the countries of Tropical Africa. 

Even total proletarisation does not always free the peas- 
ant from feudal and semi-feudal exploitation, which reduces 
his subsistence to the physical minimum, thereby limiting 
the market fund of the material benefits he consumes. The 
National Council of the Communist Party of India in one of 
its resolutions noted that debt slavery still persisted in 
many parts of the country: “According to this feudal sys- 
tem, agricultural workers serve as slaves to the landlords 
and rich farmers for generations together in lieu of debts 
taken by their forefathers because these cannot be redeemed 
at the exorbitant interest charges on them.” ! The system of 
payment in kind for all labour or part of it that still pre- 
vails in many developing countries produces the same re- 
sults, especially when this system is applied in the peak sea- 
sons in agriculture. 

The low development of social division of labour in the 
liberated countries is also confirmed by their low level of 
integration in the system of world economic ties. This is 
manifested, first of all, by the narrowness of their list of 
export goods-—often consisting of only a couple or so. Se- 
condly, by the fact that the bulk of their exports are made 
up of raw materials or semi-manufactured products. And, 
finally, by the fact that in the developing countries exports 
account for a smaller share of their total produce than in 
the developed capitalist countries. In these circumstances, 
it would be perhaps more feasible to choose as the main cri- 
terion of the development of the national market the size 
of the per capita income, which reflects most fully the re- 
sults of the social division of labour and its increased pro- 
ductivity. 

Determining the capacity of the market in the develop- 
ing countries also presents quite a problem. To begin with, 
in most young countries no statistics are kept on the con- 
sumption of intermediary products. And if such statistics 
are kept they are published only haphazardly and little 
correlated. Another obstacle is the absence of figures on 
the size of non-commodity production, what figures exist are 


! New Age, August 25, 1968, p. 4. 
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pure estimates. So when it comes to providing a general 
picture of the comparative capacities of the markets in dif- 
ferent countries, the statistics for the size of the GNP can 
be used which reveal the size of real resources available to 
each country (or, in the absence of such, for the size of the 
GDP) and wherer possible adjusting the figures by esti- 
mates of non-commodity production. (The grouping of coun- 
tries according to their GDP is given in Table 4). 


Table 4 
Distribution of Developing Countries According to GDP 
(based on 1967 figures, in billion dollars) 





Less than 
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Asia x 6 


7 3 4 
Africa 30 9 4 2 _— 
Latin America 14 5 1 3 3 


Calculated from: World Economic Survey, 1969-1970, United Nations, 
Table A-1, pp. 195-97. 


Figures for the second half of the 60s have been chosen 
deliberately for Table 4, because, for one thing, this period 
is sufficiently close to the one for which official estimates 
exist of the share of non-commodity production in the eco- 
nomy of the Afro-Asian countries. Secondly, this period is 
sufficiently far from the time when inflation was particu- 
larly rampant in the developed capitalist countries and af- 
fected world economic relations, changing substantially the 
cost proportions of the world capitalist economy in the 
framework of which most liberated countries develop. 

Judging from the size of the GDP, the market of end pro- 
ducts! in the second half of the 60s exceeded $10,000 mil- 
lion in only 7 of the 98 developing countries, in 15 coun- 
tries it was more than $4,000 millio nand in 51 countries it 
did not even reach $1,000 million. However, since quite a 
proportion of the produced (and consumed) goods never at- 

' The end product includes all manufactured goods for personal 


and production consumption on the domestic market and unfinished 
goods (raw materials, and semi-manufactured goods) for export. 
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tained commodity form, these figures may be regarded as 
an exaggeration. 

If we exclude all the non-commodity part from the GDP 
we find that the real capacity of the domestic market in the 
developing countries, compared with modern standards of 
production, are more limited. In Asia, for instance, during 
the examined period only 5 of the 7 countries which fall 
into the category of a GDP of over $4,000 million had an 
end product market exceeding this figure, while a market 
demand for end products over $10,000 million existed in 
reality only in one of the 4 countries with GDP of this size. 
A comparison of the markets of the developing countries 
with the standards of industrial capitalist countries pro- 
vides some interesting food for thought. 

Estimates show that by the mid-60s about 30 African 
countries were unable to stand comparison in the volume 
of solvent demand for end products of all types with a small 
European town with a population of only one-quarter of a 
million and an average per capita income. Ethiopia with its 
population of almost 20 million could at best be compared 
in this respect with a typical European town with a popu- 
lation of 400,000. The real purchasing power generated by 
the national economy in India with its population of over 
500 million, when measured by the consumption of the 
end product, probably did not reach that of Sweden with 
its mere 8 million people. That provides an indication of 
the significance of the end product market in some of the 
developing countries. 

Of course, as the economic potential of liberated coun- 
tries grew, so did their domestic markets, the more so be- 
cause the share of non-commodity production went down 
anyway. Therefore, by the early 80s these markets grew 
markedly in size. Yet their relative import, with all devel- 
oping countries taken together, could not change in any sig- 
nificant measure. The point is that the gap in per capita 
GDP between the developing and the developed countries, 
in the past 15 years, seemed to have widened somewhat, 
rather than reduced. And with the increasing socio-econom- 
ic differentiation of developing countries taken into account, 
it is evident that some of them have moved more or less 
closer to the level of developed capitalist countries in their 
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domestic market capacity, while most of the rest, no doubt, 
lag more than before. 

To this it should be added that in most liberated coun- 
tries inter-sectoral and inter-regional economic ties within 
the countries were hardly developed at all. As a result of 
the narrow localisation of economic growth the main centres 
of commodity and capitalist production in those countries 
still often depend for their development primarily on their 
ties with the external market. Thus, according to the esti- 
mates of the Soviet Professor S. I. Tyulpanov, at the begin- 
ning of the 60s North-Eastern Brazil’s export-import opera- 
tions were five times its trade with other parts of the coun- 
try.! Economic contacts between the separate economic re- 
gions of the developing countries were usually very limited 
in the absence of such a marked export specialisation, too. 

The fact that the economies of separate regions do not 
complement each other and that there is a general shortage 
of internal transport networks in the liberated countries 
to a great extent hinders the merging of local markets into 
a single national market and nullifies the significance of 
the already modest statistics of its capacity. The narrow- 
ness of the national market makes it difficult to master 
modern scientific and technological achievements which in 
most cases can be implemented in serial production requir- 
ing large capital investments. This creates serious obstacles 
to the socio-economic progress of the developing countries. 


CHAPTER FOUR 
THE COMPONENTS OF CONSUMER DEMAND 





When examining market relationships and the general 
capacity of a market as the result of economic growth and 
an essential prerequisite for such growth, it is highly im- 
portant to consider the components and nature of the so- 
cial demands as represented by the market. It is therefore 
necessary to analyse the distribution of incomes, because 


'S. I. Tyulpanov, Essays on Political Economy (Developing 
Countries), Mysl Publishers, Moscow, 1969, p. 92 (in Russian). 
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the overall consumer demand is made up of the cash de- 
mand of individuals. To establish the main components of 
consumer demand one must begin by analysing the system 
of distribution. Its parameters are best revealed when exam- 
ined in connection with the sphere of production, with the 
situation of the labour market and some aspects of the 
state’s socio-economic policy. 


1. The Distribution of Individual Incomes 


This distribution depends primarily on the mode of pro- 
duction. In effect it is an outcome of production, both in 
items distributed, since only the results of production can 
be distributed, and in form, since the role played by peo 
ple in production determines the mode of their participa- 
tion in distribution. For instance, interest and profits as 
forms of distribution imply the existence of capital as a pro- 
duction factor, while wages are associated with the exis- 
tence of hired labour. Much in the same way land rent. pre- 
supposes the participation of land property in production. 
Hence the special significance of the social and technologi- 
cal structure of production. 

The economy of the developing countries can be condi- 
tionally subdivided into three spheres depending on the 
form of their organisation and technological structure. 
These are the modern, the intermediary, and the traditional 
sectors. Although this division is not absolutely clear-cut, 
it nevertheless makes it possible to judge, first, the scale 
(and, partially also, the social forms) of the rebuilding of 
the archaic socio-economic structure, and, secondly, the dis- 
parities in the internal economic development of the liber- 
ated countries. In turn, both these factors provide a clearer 
picture of the mechanism of distribution of individual in- 
comes. 

In effect, the traditional sector comprises pre-capitalist 
forms for which almost complete stagnation of technology 
and organisation production is typical. The modern sector, 
on the contrary, is marked by fairly developed dynamic 
production, both in its technology and organisation. This 
sector includes the big and some of the medium (according 


oe 
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to local standards) capitalist enterprises, state capitalist 
and private enterprises, and the state sector of the economy. 
All that remains after these two groups have been defined 
belongs to the intermediary sector, that is, the transition 
forms of production, like family farms or small-scale capi- 
talist enterprises that have extensive links with the market. 

The thing is that the more or less modern forms and 
modes of production in the developing countries arise and 
grow chiefly in the places where the necessary socio-econom- 
ic conditions exist, i.e. in regions with a comparatively 
well-developed infrastructure and high purchasing power 
of the population, which are well linked with the main ad- 
ministrative and economic centres of the country or the 
external market. To quote the report presented to the World 
Conference on Employment, Income Distribution and Social 
Progress and International Division of Labour by the Di- 
rector-General of the International Labour Office (ILO) 
Francis Blanchard ‘the recent growth in the developing 
countries has often tended to be concentrated in relatively 
limited parts of the economy, mostly those using capital in- 
tensive techniques and having few linkages with the tradi- 
tional rural sector or the informal urban sector, which be- 
tween them account for by far the greater part of total em- 
ployment in most developing countries”. ! 

This model of development is largely a legacy from the 
past. It received its original impulse from the colonial pol- 
icy of imperialism and under the influence of market anar- 
chy tends to reproduce constantly disproportions between 
sectors, especially in respect to the development of produc- 
tive forces and the dynamics and composition of solvent 
demand. In other words, this insular development, like 
many other distortions in the socio-economic evolution of 
the developing countries, highlights the steadily increasing 
difference between the economic, scientific and technical 
potentials of the industrially developed centres and the out- 
lying countries of the world capitalist economy. That, too, 
is one of the reasons for the mounting contrast, already 
very great, between the efficiency of the modern types of 


1 Employment, Growth and Basic Needs: A One-World Problem, 
Report of the Director-General of the International Labour Office. 
ILO, Geneva, 1976, p. 16. 
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production that are gradually being mastered by the deve- 
loping countries and the traditional, non-market local forms 
that grew out of the tribal, semi-feudal and feudal relations. 

A striking example of the deep gulf between the various 
branches of the economy produced by the narrowly local- 
ised nature of economic growth is offered by Kenya (see 
Table 5). 





Table 5 
The Structure of GDP and Lakour 
Productivity in the Kenian Economy (1964) 
Sectors and Branches GDP, million) Number of verter 
of the Economy Kenian Workers, Kenian 
pounds thousand pounds 
Subsistence and semi-sub- 
sistence economy 68.5 2,435* 28.1 
Economy based on_ hired 
labour 212.8 765** 278.4 
Agriculture 36.7 251 146.3 
Industrial branches*** 38.1 96 396.6 
Including: 
manufacturing industry 29.4 61 481.6 
mining 0.8 2.9 300 
construction 4,4 30 146 
transport, communica- 
tions and storing 26.3 46 574.7 
Entire economy 281.3 3,200 87.6 


* Including the unemployed. 
*%* Including the 113,200 small holdings (family members counted) 
with no hired labour, yet involved in commodity-monetary economy. 
_ *** Including the manufacturing, construction, power and water indust- 
ries. 


Calculated from: Republic of Kenyu. Development Plan 1966-1970, Nai- 
robi, 1966, pp. 83, 100-02. 

From this table it can be seen that in the mid-60s pro- 
duction per person employed in the commodity-monetary 
sector of the Kenian economy was almost ten times that in 
the subsistence and semi-subsistence sector. It is equally 
important that even in the most efficient part of the agrar- 
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ian sector, that represented by capitalist-type farms, pro- 
ductivity of labour was 37% of that in the industrial sec- 
tor as a whole and 30% of that in the manufacturing sec- 
tor. 

That production efficiency in the traditional sector of the 
developing countries is extremely low is also evident when 
it is compared with the past history of the industrial capi- 
talist countries. According to estimates made by the Soviet 
economist V. G. Rastyannikov, productivity of agricultural 
labour in the developed areas of India in the first half of 
the 60s still remained at the level that the European coun- 
tries had reached in the second third of the 19th century; 
while in the less developed regions it had only attained the 
I;uropean standards of the 18th and in some cases even the 
17th century. 4 

Since up-to-date forms of production tend to concentrate 
around the urbanised centres, the process of modernisation 
of the economy in most of the developing countries has first 
of all affected industry and, to some extent also, the ser- 
vices industry, since their establishment and growth are of 
necessity connected with the use of comparatively modern 
technological methods and processes. Changes in the organi- 
sation and equipment of agriculture are usually much slow- 
er. This trend continued in most countries even after the 
beginning of the green revolution. Therefore the deepen- 
ing gulf between the development of the different parts of a 
country (towns and villages) and sectors of the local eco- 
nomy can also be traced in the figures for industry and 
agriculture. The figures for Latin American states bear 
this out, although the role of the traditional sector in their 
economy in general, is, as a rule, much less than in the 
young Afro-Asian states (see Table 6). 

The table indicates that despite the comparatively higher 
level of modernisation, the labour productivity in agricul- 
ture continued to grow more slowly than in industry and 
infrastructure, because in agriculture there remained large 
sections of semi-subsistence and small-commodity produc- 
tion. But there also remained very big fluctuations in pro- 

1 V. Rastyannikoy, “Problems of Agricultural Growth in the De- 


veloping Countries of Asia”, World Economy and International Rela- 
tions, No. 4, 1974, p. 58. 
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Table 6 
Gencral Dynamics and Sectorial Differences in 
Labour Productivity in Latin American Countries 
(average for economy = 100) 

| 1950 | 1960 | 1970 
Agriculture 46.8 42,8 41 
Industry and infrastruc- 
ture* 146 149.4 159.7 
The economy as a whole 100 134 164 


* Including the construction, power and water industries, transport and 
communications. 


Calculated from: Economic Survey of Latin America, 1968, United 
Nations, New York, 1970; Economic Survey of Latin America, 1970, United 
Nations, New York, 1972. 
ductivity of labour within the industrial sector itself. While 
in 1960 the output per person employed in small-scale pro- 
duction of the artisan type amounted to 11.3% of that in 
industrial enterprises, in 1969 it dropped to 10% (even 
though the increment in absolute terms was 18%).'! On 
the whole, the modern sector of the economy, which in the 
first half of the 60s employed about 12.5% of the labour re- 
sources in Latin America, exceeded the traditional sector 
(40% of the active population) almost 23 times, while in 
the intermediary sector it was almost 5 times greater. Con- 
sequently, even the various transition forms of production 
proved 4 times more effective than the traditional ones. ? In 
Asia and in Africa the difference between the modern and 
the traditional sectors may not be so great as in Latin Amer- 
ica. But as a rule, compared with the Latin American 
countries the modern sector of the economy ensures means 
of subsistence for a much smaller part of the population, 
while the traditional does that for a much larger section 
of the population. 


1 Calculated from: Economic Survey of Latin America, 1968, p. 26. 
2 Calculated from: Income Distribution in Latin America, United 
Nations, New York. 1974. pp. 27, 37) 136. 











STRUCTURAL CHARACTERISTICS OF MARKET 79 


Work in the traditional sector provides such low incomes 
that in most cases they are insufficient to satisfy even the 
minimum, the so-called basic needs. Consequently, most of 
the work force in this sector is regarded by the ILO as un- 
deremployed. According to approximate estimates, the un- 
deremployed in Latin America in 1975 accounted for 29% 
of the active population, in the Afro-Asian developing coun- 
tries for between 36 and 38%, and in all the developing 
countries as a whole for about 36% of those engaged in the 
national economy, or a total of 250 million people. More 
than 75% of them were engaged in agriculture. If to this 
figure we add the totally unemployed, then we find that by 
the mid-70s more than 40% of the economically active po- 
pulation in the developing countries had incomes below 
the subsistence minimum. That is more than 280 million. ! 
The plight of the people living below the poverty line, 
where poverty, ignorance and malnutrition are rife, is par- 
ticularly striking when compared with the life of the rich 
and privileged. 

When a relatively big, if not the greater, part of the eco- 
nomically active population use their labour in the tradi- 
tional little productive sector of production, their cash in- 
comes, even in the most favourable circumstances remain, 
as a rule, very low. This is largely the result of their harsh 
exploitation by the money lenders, feudals, landowners and 
capitalists. The toll imperialism exacts from the develop- 
ing countries is formed from the surplus product and, to a 
certain extent, the necessary product of this sector. An- 
other factor that tends to keep the incomes of the working 
people in the traditional sector at a very low level is also 
the quick increase in relative overpopulation. 

The incomes of those working in the non-traditional 
spheres of the economy, represented chiefly by various tran- 
sitional forms of production, as well as modern ones, have, 
on the contrary, a tendency to break away from the level 
typical for the traditional sector. This tendency is, in ef- 
fect, universal, since it stems from the deepening differences 
between the productive forces of the modern and traditional 


1 Employment, Growth and Basic Needs: A One-World Prob- 
lem, p. 18. 
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sectors of the local economy. The modern forms of produc- 
tion and intermediary forms that arise alongside are more 
economically effective, since they involve the use of the 
more educated and skilled work force whose reproduction 
requires a greater volume and variety of means of liveli- 
hood. 

Capital’s inherent striving to keep the price of labour 
lower than its cost enters into an irreconcilable contradic- 
tion with the factors prompting it to streamline production, 
both technically and organisationally, and to introduce new 
forms and technology requiring greater physical strength 
and higher education and skill levels from the work force. 
In this connection it is appropriate to recall what Marx once 
said about the essential conditions for the replenishment of 
the labour force: ‘Means of subsistence must therefore be 
sufficient to maintain him (owner of labour power) in his 
normal state as a labouring individual.” + At the same time 
the higher level of wages in the modern sector of the eco- 
nomy of the developing countries as compared with those 
in the traditional sector is also the result of the accelerated 
growth of the occupational and class organisation of hired 
labour in the battle for their rights. 

The following Table 7 offers a general idea of the in- 
comes of various categories of working people in the devel- 
oping countries. 

The table was compiled on the basis of national surveys 
and the range of categories of employment it embraces is 
very wide. Each combines persons with different levels of 
skills and occupational status, so their wages and salaries 
are often incomparable. Consequently the overall indices 
are in effect some weighted averages that cover substantial 
differences within each of the categories. In spite of this, 
the income differences for various categories are very sub- 
stantial: in Java they are sometimes threefold, and in Pak- 
istan more than fourfold. 

It should not be assumed that the workers in the modern 
sector enjoy any privileges. The development of the modern 
sector is founded not only on the transfer of resources from 
the traditional sectors of the economy, but also on the in- 


' K. Marx, Capital, Vol. I, Moscow, 1974, p. 168. 
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Table 7 


Distribution, by Employment Status or by Occupation, 
of Family or Household Income or Expenditure 
in Urban Areas of Pakistan and Part of Indonesia (Java) 
(indices; employment status of all categories = 100) 





Pakistan (1970-1971) Java (1968-1969) 
Employment status Employment status 
and sector of the Renae and sector of the ies 
economy economy 





Administrative 318 Professional and 
technical in private 
enterprises 188 
Professional, techni- Administrative in 
cal 183 private enterprises 187 
Clerical 124 Civil servants 138 
Sales workers 109 Mining industry 147 
Transport workers 83 Other industries 109 
Services 101 
Production process 82 Textile industry 96 
Farmers 78 Transport 95 
Services 70 Sugar and rice pro- 
duction 94 
Other 126 Other 62 





Source: Wouter van Ginneken, Rural and Urban Income Inequalities in 
Po alae Mexico, Pakistan, Tanzania and Tunisia, 1LO, Geneva, 1976 
tensive exploitation of its hired labour. The difference be- 
tween the surplus value created in the manufacturing indus- 
try of the developing countries and the wage fund is at 
least 50 or 100% higher than in the capitalist countries and 
in some cases even 3-4 times greater. What is more, the 
degree of exploitation of factory workers in most develop- 
ing countries shows a more or less marked tendency to 
growth. ! Consequently the main fruits of economic progress 


'L. V. Stepanov, The Problem of Economic Independence, 
Mysl Publishers, Moscow, 1965, p. 93; Classes and Class Struggle 
in Developing Countries, Vol. 1, Mysl Publishers, Moscow, 1967, p. 96 
(both in Russian); The Process of Industrial Development in Latin 
America, United Nations, New York, 1966, pp. 81, 153. 
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are appropriated by the exploiters. The highest incomes by 
local standards are raked in by the big landlords (where 
they have retained their positions), the upper stratum of 
capitalist industrialists and the elite of the bureaucracy. In 
Mexico, for instance, in the 60s, more than 14% of prac- 
tically all individual incomes passed into the hands of es- 
tate owners and private employers. The figure for El Sal- 
vador was 20% and for Argentina almost 25%. ! 

The higher degree of exploitation, far from ruling out 
deep differences between various categories of local hired 
labour, on the contrary, presupposes their existence, since 
they are largely the outcome of the extreme disparities of 
economic and social progress in the developing countries. 
The wages depend on many factors. The specific features of 
the formation of a hired labour force plays an important 
role among them, as do the level of its requirements, the 
degree of class and occupational organisation, and also the 
state of the labour market in general and in each of the 
trades separately. But in the developing countries these 
factors operate in a rather specific manner. 

The bulk of the labour for hire consists of unskilled or 
little skilled work force whose price is naturally not very 
high. The level of their requirements is restricted also be- 
cause of the socio-economic milieu from which they are re- 
cruited. What is more, because the unskilled and little skil- 
led workers are not at all well organised, they are unable 
to win radical improvements in their wages. The existence 
of a vast army of unemployed is another obstacle, since 
it makes it possible to pay workers of limited skills less 
than their true value. But the harshest exploitation is to be 
found at the small factories, where there are usually no 
trade unions and basic labour laws are ignored. Thus in 
Burma, India, Pakistan, Singapore and the Philippines 
wages at small factories are usually some 30 to 75% less 
than in similar big factories. * 


1 Calculated from: Income Distribution in Latin America, p. 25; 
Finance and Development, March 1973, p. 19. 

2S. A. Kuzmin, Developing Countries: Employment and In- 
vestment, Mys] Publishers, Moscow, 1965, pp. 44-43, 46-47 (in Rus- 
sian); Economic Survey of Asia and the Far East, 1971, United 
Nations, Bangkok, 1972, p. 69. 
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But even then the wages in small-scale industry are often 
higher than the incomes of the bulk of working people in 
the rural areas, Consequently, the great inequality of in- 
comes in the developing countries is the result of a combi- 
nation of the most refined capitalist and pre-capitalist meth- 
ods of exploitation. What tends to make the plight of the 
working people even worse is the continued exploitation of 
their countries by the imperialist monopolies, 

Apart from that, it should be remembered that the play 
of market forces tends to enrich the rich, and make the 
poor still poorer. In another aspect, in many of the develop- 
ing countries the exploiting classes have virtually preserved 
their monopoly on a general, and especially a specialised 
education, which helps them to consolidate their leading 
role in social and economic transformations. Other factors 
that work in the same direction are the inability or unwil- 
lingness of the state administration to defend the interests 
of the poorer sections of the population, the archaic tax 
system, the growth of inflationary trends, etc. 

As for the skilled work force, its market in many trades, 
unlike that of unskilled workers, is marked by demand ex- 
ceeding supply—and very considerably. In these circum- 
stances the difference in wages tends to increase still fur- 
ther, since the shortage of skilled specialists! pushes up 
their wage level. In India, for instance, where the textile 
industry is well developed and there is no shortage of spe- 
cialists, especially in the medium range (perhaps even an 
excess), the difference in the wages of workers and mana- 
gerial and technical staff was much less than in Nigeria, 
where there was a marked shortage of both categories. In 
India, at the beginning of the 60s, annual salaries of mana- 
gerial and technical staff were on the average 2.1 times the 
level of workers’ wages, while in Nigeria they were 7.1 
times. 2 

No less significant in this respect is the disparity in the 


' This does not rule out a reverse situation—when a surplus of 
Specialists in one field causes their salaries to drop and even leads 
lo unemployment among the white-collar workers. These facts in- 
dicate the existence of serious problems in the education system of 
the developing countries. 

2 Survey of Economic Conditions in Africa. 1960-1964, p. 103. 
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salaries paid to specialists and average per capita incomes 
in India and Uganda. These figures are all the more indic- 
ative since they are not affected by the specific features of 
the development of each industry. However, they, too, con- 
firm that because India has more skilled personnel the gap 
between their incomes and the average national standard 
was 28.6 to 61.5% less than in Uganda. ! 

It is essential to remember that conditions for skilled 
workers in a backward economy are relatively unfavourable 
and that in the developed capitalist countries there exists 
a shortage of specialists in many fields. Consequently, there 
is a possibility of a brain drain from the developing to the 
imperialist countries, which also tends to push salaries up. 

As a result, the salaries of specialists in quite a number 
of fields approach world levels, while wages of most work- 
ers with medium skills, and especially lower skills, are in 
principle still determined by the conditions prevailing in 
an underdeveloped economy. Therefore, the incomes of the 
top category can be dozens of times higher than that of the 
general mass of workers. In Ghana, for instance, in 1966, 
the annual earnings of a skilled industrial worker was 
about 6 times the per capita income in the country, while 
salaries of engineers and top civil servants were 11 and 24 
Limes respectively. In Uganda, which is at a lower stage of 
development, salaries of thsese categories were respectively 
{4 times, 53 times and 112 times the national per capita in- 
come. 2 

These flagrant contrasts are one of the most typical fea- 
tures of present-day life in the developing countries. 

But when speaking of the difference in incomes of wage 
earners, it should also be remembered that their social na- 
ture is far from being homogeneous. Official statistics in- 
clude in this category absolutely all persons who receive 
even part of their income in the form of wages or salaries. 
They lump together the workers and other related groups 
with managerial staff and the presidents of private compa- 


' RK. Jolly and G. Colclough, “African Manpower Plans: an Eva- 
luation”, International Labour Review, August-September 1972, 
p. 230, 

21. Alexandrovskaya, “National Income in the African 
Countries”, World Economy and International Relations, No. \1, 
1971, pp. 63-64. 
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nies and also with senior government officials and_politi- 
cians, right up to heads of big government agencies, de- 
partment chiefs and government ministers. In most cases 
such civil servants and officials are in effect part of the lo- 
cal exploiter class. To lump them together in one group 
with other hired workers is a formalistic approach. It is 
another matter that this method of grouping does not af- 
fect the structure of consumer demand. 

The tradition of paying very high salaries, according to 
local standards, to the top officials in the state administra- 
tion in most developing countries is a legacy from the colo- 
nial days. Yet this is an attribute of power which makes 
for the comparative independence of the ruling circles. Be- 
cause of the specific features of class formation in the de- 
veloping countries, and what is more important, due to the 
fact that this process has not been completed, there are 
usually no political and social forces which could effectively 
prevent the privileged circles from trying to obtain access 
at state expense to all the benefits of modern civilisation. 
But that is hardly the crux of the matter. Such a one-di- 
mensional explanation, in our view, somewhat oversimpli- 
lies the case. Apart from many other things, the develop- 
ing countries are urgently in need of basic improvement 
of the system of state administration. That is the only way 
they can ensure proper guidance of the entire process of 
socio-economic transformations, and the essential expansion 
of the state’s production and social functions. For these 
aims to be achieved, it is necessary not only to modernise 
the economy, but also to raise sharply the skills of the 
workers required, and, consequently, pay them more. 

Of course, just the reproduction of skilled personnel is 
in itself not enough to produce the required economic ef- 
fect. It is an essential but by far not a sufficient measure. 
Nor can extra-high wages solve the problem. The example 
of many developing countries bears this out. Although the 
stale administration there takes a very big slice of the na- 
tional pie, it fails to fulfill its socio-economic functions prop- 
erly. Apparently this situation can be remedied only by 
placing the entire state machinery, including its top cir- 
cles, in conditions which would compel them, not only stim- 
ulate, to seek a more effective organisation of labour. 
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Given the present state of socio-economic and political struc- 
tures, the creation of such conditions undoubtedly requires 
time, at least in most developing countries, and great dif- 
ficulties have to be overcome on the way. 

The combinations of specific factors determining the 
great disparity between the incomes of the various catego- 
ries of the active population can be diverse. At the same 
time, existing statistics make it possible to speak of the 
developing stratum of specialists and administrators as a 
factor that accompanies economic and cultural progress in 
the developing countries, and in the conditions prevailing 
in those countries this stratum quickly becomes an elite. In 
other words, in the developing countries there are many 
other factors, apart from the usual ones, for income dispari- 
lies based on different relationships to means of production. 
These include the political and administrative power in the 
state, and the general education and specialised training of 
personnel necessary to overcome the economic and cultural 
backwardness of the country. 

The great disparity in individual incomes leads to a very 
high concentration of the purchasing power, so that a con- 
siderable, if not greater part of it, is concentrated in the 
hands of a very small group of people. The figures in Table 
8 give an approximate picture of the distribution of the 
purchasing power of the population in the main regions of 
the developing world. 

The figures in Table 8 reveal that in the developing coun- 
tries of Asia the ruling elite, accounting for only 5% of the 
population, receives almost as much of the national income 
as 60% of the poorest inhabitants, while in typical African or 
Latin American countries the elite’s share is even 40% and 
20% higher respectively. Another figure bearing out the 
very high concentration of incomes in the developing coun- 
tries is that the middle 20% of the population (who actual- 
ly belong to the upper section of society) in most cases 
take less than 20% of the total income—or in other 
words less than the average national level. That is the case 
in 27 of the 40 countries figures for which are given in 
Table 8. The average for this 20% of the population was 
17.6% of all individual incomes. 

Income disparity in the developing countries is much 
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Individual Income Distribution in Developing 
Countries by Regions and Groups of Population 


(1960s, %%) 


Lower group, 60% of Higher group, 
population 20% of popul. 

. Middle 7 
Main regions Includ. | Includ. eroup, Ay Includ 
Total] 20% 40% of popul. |p Held: 
poorest poorest atal top 5% 





Asia 28.2 9.3 14.6 18.8 53.0 25.8 
Africa 23.5 6.3 14.0 16.3 60.2 33.4 
Latin America | 25.1 4.9 13.5 18.5 56.4 30.9 


Note: The average for Asia was obtained on the basis of figures for 8 

oe for Africa—for 17 countries, and for Latin America—for 15 coun- 
ries. 

Calculated from: Finance and Development, March 1973, p. 19 


greater than it is in the developed capitalist countries to- 
day. Thus, the average share of individual incomes of the 
richest section (5%) in the developing countries (30.9%) 
is 50% higher than in the capitalist countries (19.8%), 
while that of the poorest 60% of the population is, on the 
contrary, 19% less (25.4 and 31.8% respectively).! In per 
capita income the 5% rich in the developing countries ex- 
ceed the 60% poor by almost 15 times. What is more, this 
concentration of the purchasing power in the hands of a 
small group of the rich is displaying a tendency to become 
even more marked. This is confirmed by the shifts in the 
distribution of incomes in individual countries, and by a 
comparison of figures for countries at different levels of 
economic development. 

In Sri Lanka, for instance, between 1953 and 1963, the 
share of the poorest part of the population in individual in- 
comes fell from 18.7 to 17.4%, while that of the bottom 
20% from 5 to 3.9%; in the Philippines the figures for the 
same sections of the population in 1965 were 17.4 and 


| Calenlated from figures for 40 developing and 12 capitalist 
countries. See: Finance and Development, March 1973, p. 19; F. Pau- 
bert, “Income Distribution at Different Levels of Development: A 
Survey of Evidence”, Jnternational Labour Review, August-Septem- 
ber 1973, pp. 114-45. 
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3.9% against 18.5 and 4.7% in 1956.1 These, however, are 
not extreme cases. According to figures cited at the 3rd ses- 
sion of UNCTAD, in 1950 the richest 10% in Mexico had 
incomes that were on average 14 times greater than the 
poorest 40%, whil eby 1969 the figure had already shot up 
to almost 18 times. In Brazil, as a result of the immense 
initial difference in individual incomes and their subsequent 
high rate of growth, in 1970 the richest 5% had incomes 
38 times those of the poorest 40%. A decade earlier the 
ratio had been 23.2 Given such a distribution of the fruits 
of economic growth, the position of the poorest sections of 
the population grows steadily worse not. only comparatively, 
but in absolute terms as well.? That, for instance, was the 
fate of about 50 million people in India‘ in the UN First 
Decade of Development. 

Indicative of the predominating trends also is the distri- 
bution of individual incomes between countries with differ- 
ent levels of per capita production. Table 9 illustrates this 
point. 

It follows from the data on which Table 9 is based that 
a rise in the level of economic development in the liberated 
countries is not in most cases accompanied by the closing 
of the gap in income inequality, as was the case in what 
today are the developed capitalist countries, where this hap- 
pened under pressure from the working-class and democrat- 
ic movement. This conclusion is also confirmed by the spe- 
cial surveys made by many economists and sociologists. It 
has been noted in one form or another not only by R. Pre- 
bysh and G. Myrdal, but also by W. C. Gordon, I. Adelman, 
C. T. Morris and others. ° 

The cause of this social deformation lies in the inability 
of the developing countries—even in the more or less devel- 


1 Economic Survey of Asia and the Far East, 1971, pp. 47-57. 

2 Calculated from: R. S. McNamara, Address to UN Conference 
on Trade and Development, Chile, April 14, 1972, pp. 4-5. 

31974 Report on the World Social Situation, United Nations, 
New York, 1975, pp. 46-48. 

4 R. S. McNamara, op. cit. 

5 W. C. Gordon, The Political Economy of Latin America, New 
York, 1965, p. 149; Irma Adelman, Cynthia Taft Morris, Economie 
Growth and Social Equity in Developing Countries, Standford (Cali- 
fornia) University Press, 1973, p. XII. 
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Table 9 


Distribution of Individual Incomes in the Developing 
Countries Depending on Their Economic Development 
in the mid-60s (9/)%/) 


Lowest group—60% Middl Top 20% of 
Countries according of the popul. 20% ot population 








to per capita income, eG 4oy,| bopula- 

a! Au | Moorest”| paorest”| ton | All | Sou, 
9 countries (up 
to 100) 30.4 7 17 19.4 50.5 | 29.4 
8 countries (101- 
200) 25.9 5.3 13.9 17.5 56.5 | 24.9 
14 countries (201- 
300) 24.4 4.8 12.8 18.4 57.7 | 32 
9 countries (3041- 
500) 24.7 4.5 12.4 18 57.4 | 30 


Calculated from: F. Paubert, “Income Nistribution at Different Levels 
of Development: A Survey of Evidence”, International Labour Review 
August-September 1973, pp. 114-15. 


oped aspects—-to overcome their socio-economic dualism. 
The absorbing ability of the modern sectors of the economy 
in these countries is insufficient, while the distributive re- 
lations in the traditional sector, reflecting the archaic struc- 
ture on which its production is based even after certain 
reforms were made, remains too stagnant for any notice- 
able redistribution of incomes from the exploiter top to the 
exploited majority to take place within its framework. 
Meanwhile, the inequality of incomes in the developing 
countries is an immense explosive force, and one that is ag- 
gravated by the general low levels of incomes and consump- 
tion. The effect this has on the entire social situation in the 
developing countries is, probably, greater than the effect 
of the economic gap on the world scene, although the lat- 
ter probably does quite a bit to aggravate internal problems. 
Without attempting to look into the distant future, it is 
nevertheless necessary to make it quite clear that the great 
inequality of incomes, as a result of the localised nature of 
development and the merciless exploitation of wide sections 
of the working people in urban and rural areas alike, is 
already having a negative effect today on the dynamics of 
economic growth in developing countries. In such develop- 
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ment the small size of the internal market usually goes side 
by side with the very unfavourable structure of demand for 
local production. An analysis of the trends of distribution 
shows that such a structure is the outcome of not only the 
comparatively restricted commodity-monetary relations, but 
also of the very high concentration of purchasing power. 


2. Composition and Dynamies 
of Consumer Expenditure 


Despite the accelerated growth of public forms of con 
sumption financed by the state, the decisive role on the 
market of consumer commodities and services in the de- 
veloping countries belongs to individual incomes. In the 
second half of the 70s, for instance, these incomes account- 
ed for about 80% of the total consumer demand. Even in 
the Middle East countries, where the market of public ser- 
vices is particularly great, the share of individual consump- 
tion amounted to 67% of the total consumer demand.! This 
is quite logical. Public services, no matter how important 
for society, cannot replace but can only supplement the in- 
dividual requirements, which in the final analysis are the 
reason for all production. 

In establishing the share of benefits which each indivi- 
dual and social group receives from the distribution of the 
social product, incomes thereby determine the level of con- 
sumption, and to a certain extent its structure as well. The- 
refore, as the inevitable result of inequality of incomes, 
there emerges a social differentiation in consumption: the 
greater the inequality of incomes, the greater the differences 
in the composition of the consumption of the various layers 
and classes of society. Individual consumption, however, 
depends not only on the size of the income, but also on 
the number of dependents in each family. In big families (and 
these are to be found mostly among the poorer sections of 
society) the actual volume and partly also the structure of 
consumption inevitably differ from that of small families, 


1 Calculated from: Statistical Yearbook, 1978, United Nations, 
New York, 1979, pp. 17-20. 
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given equal incomes, So the family budget on which most 
of the caleulations on income distribution made in the pre- 
vious section were based cannot always serve as a suffi- 
ciently reliable guide to individual consumption. However, 
families from similar social layers in the developing coun- 
tries are more or less comparable in size. And since the 
size of a family’s income depends chiefly on the breadwin- 
ner’s place in the system of social production, the absence 
of data for a number of countries about individual con- 
sumption cannot serve as an insuperable obstacle to com- 
paring its level and structure in the different social strata 
of society. 

The main information about the level and structure of 
consumption is obtained from various budgetary surveys. 
As a rule they are founded on selective data and therefore 
are not always fully representative. Such surveys are car- 
ried out irregularly and not in all countries. Moreover, their 
results are less accessible than the regular statistical publi- 
cations, such as the national counts or figures on the dynam- 
ics of industrial and agricultural production. Finally, fam- 
ily budget surveys are often made only partially, that is, 
to provide the answer to a concrete question, such as the 
influence of different levels of prosperity on education, ac- 
cess to medical services or the nutrition level. All this re- 
stricts the sphere of studies and makes it more difficult to 
establish the depth and scale of differences in consump- 
tion in the developing countries. It makes it necessary to 
use only haphazard dala and separate examples. The facts 
and figures available to us provide only a very general pic- 
lure of this aspect of life, highly important both from the 
social and the economic points of view. What is more, in a 
number of cases, in order to characterise personal consump- 
tion the researcher has to use data referring to different 
periods, including the 60s and even partially the 50s. How- 
ever, the fact that ‘‘old” figures are used in no way detracts 
from their significance, nor from the importance of conclu- 
sions drawn. Because the interconnection between the level 
of incomes, on the one hand, and the volume and structure 
of consumption, on the other, is basically very stable and 
undergoes little change over short periods of time, al least 
at the macrolevel in the framework of which this analysis 
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has been made, the more so in respect to the poorest sec- 
tions of the population. 

The difference in levels of consumption of individuals 
and various social strata is determined not only by the 
volume, but also no less by the nature and quality of the 
benefits. The quality of individual consumption can differ 
along two main lines: the structure, that is the ratio of the 
expenses on individual types of goods and services in the 
various strata of society; and the physical volume of con- 
sumption in itself taking into account the difference in ex- 
penditure on them, A comparison of figures of absolute size 
of consumption of certain goods and services by groups of 
population with different incomes complements the struc- 
tural data and to a certain extent compensates for the limit- 
ed amount of information on the subject, helping to paint 
a fuller picture of the situation. 

While the level of personal consumption is directly de- 
pendent on the size of a person’s real income after distribu 
tion and redistribution, its structure is shaped by more 
complex and contradictory factors. Apart from the size of 
the income, this includes the social status, cultural level 
and personal tastes of each individual, his attitude towards 
religion, social and cultural traditions, the climatic condi- 
tions in which he lives, etc. And as commodity-monetary 
relations develop and industrialisation and urbanisation ad- 
vance, the overall mode of life changes and with it the 
contents of the shopping bag of various sections of the pop- 
ulation in the developing countries. 

Price ratios formed in the process of economic growth 
also introduce certain correctives into the structure of the 
consumer budget. As prices of some goods and services in- 
crease, their share in overall consumer expenditure drops, 
and, conversely, the reduction of prices leads to an increase. 
It is, however, essential to bear in mind that the very pos- 
sibility of a reduction (or, conversely, increase), as well as 
its actual scale are connected with the total income, on the 
one hand, and the consumer cost of each concrete item, on 
the other. In other words, the elasticity of demand depend- 
ing on prices of different goods and services varies. Basic 
necessities, and especially the main foodstuffs, are particu- 
larly sensitive to any price reductions, but not very much 
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so to price increases. This trend is all the stronger, the low- 
er the general level of consumption. Because of this when 
prices of such goods increase the population in the develop- 
ing countries is forced to spend on them a greater share of 
its income and thus reduce the consumption of other, less 
important goods. A striking illustration of this is to be 
found in the situation that developed in Ghana in 1955-65 
when because of a big increase in food prices, the share of 
other goods and services in the total private consumption 
expenditure in the country decreased on average from 51 to 
39%.4 In the Philippines and in Panama in 1960-1973 a 
similar situation led to expenditure on foods in the total 
consumption fund rising from 43 to 47% and from 55 to 
62% respectively. 2 

Special mention should be made of the so-called demon- 
stration effect which acts as something like a catalyst in ac- 
customing the population in the developing countries to 
higher and more complex demands created by the develop- 
ment and perfection of world productive forces. 

As the former colonies and dependent countries start 
their independent development and their ties with the world 
capitalist market widen, their population learns more about 
the achievements of the scientific and technological revolu- 
tion. Their knowledge is also enhanced by the comparative- 
ly quick spread of literacy in these countries. As a result 
the gap that originated in colonial times between the growth 
of requirements, which in essence serves to motivate pro- 
duction, and the resources that can be found to satisfy them 
deepens still further. 

In the past the transition from subsistence to capitalist 
forms of economy was a much more gradual process, be- 
cause it occurred when the necessary internal socio-econom- 
ic and technical conditions for it had ripened. The require- 
ments of the people grew apace. Of course, all material and 
spiritual benefits were distributed according to the social 
status and ability to pay. But on the whole, the average 
composition of market requirements was still formed chiefly 


1 Republic of Ghana. Economic Survey, 1966, Central Bureau of 
Statistics, Accra, 1967, p. 47. 

2 Calculated from: National Account Statistics Yearbook, 1974, 
United Nations, New York, 1975, 
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on the basis of the level of development of productive forces 
in each country. 

In developing countries, however, the requirements of the 
population drawn into the commodity-monetary sector are in- 
creasingly shaped by the standards of countries having a much 
higher level of economic development. The desire to acquire 
all sorts of good things is stimulated by the demonstration 
effect and it speeds up the diversification of local demand. 
This phenomenon is, in effect, based on the law of rising 
requirements discovered and formulated by the founders of 
Marxist-Leninist theory. 

Back in 1845 Engels, when writing about the intercon- 
nection of economic and social processes, noted that as a 
result of the industrial revolution, the population of Eng- 
land became, in fact, “with other customs and other needs, 
a different nation”.! Later Marx, and then Lenin, under- 
lined that in the backward areas and countries requirements 
could increase substantially and to a great extent irrespec- 
tive of changes in the organisational and technological level 
of production there. The decisive factors in this case are 
such things as the destruction of the subsistence economy, 
the accompanying widening of trade exchanges with other, 
economically more developed areas and countries and great- 
er occupational and geographic mobility of the population. 
And, as Lenin wrote, ‘‘it is also brought about by the crowd- 
ing together, the concentration of the industrial proletar- 
iat, which enhances their class-consciousness and sense of 
human dignity and enables them to wage a successful 
struggle against the predatory tendencies of the capitalist 
system”. * 

Generally speaking, “the development of capitalism in- 
evitably entails a rising level of requirements for the entire 
population, including the industrial proletariat... This law 
of increasing requirements has manifested itself with full 
force in the history of Europe.” ? A no less important role 


1 F, Engels, “The Condition of the Working Class in England, 
in: Karl Marx, Frederick Engels, Collected Works, Vol. 4, Progress 
Publishers, Moscow, 1975, p. 320. 

2V. I. Lenin, “On the So-Called Market Question”, Collected 
Works, Vol. 4, p. 106. 

3 Thid. 
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belongs to this law in conditions of dependent development. 
llowever, in the developing countries requirements grow 
under the influence of the progress not only of local produc- 
tive forces, but, probably even more, under the impact of 
the progress of world productive forces as well. 

This is due to the immense backwardness of the econom- 
ic level of the liberated countries as compared with that of 
the industrially developed part of the world, and also to the 
comparatively high rate of elimination of illiteracy in the 
former colonies and semi-colonies. Another important factor 
is the heavy impact of the modern mass media on the psy- 
chology of the local population. Equally important is the 
fact that the entire system of social ties and relationships 
develops by leaps and bounds as the mode of the reproduc- 
tion process changes basically. While in the past the move- 
ment of a product along the channels of social division of 
labour in developing countries was usually confined to ex- 
changes, dictated by the internal organisation of the village 
community or the economic needs of the imperial country, 
now this movement increasingly includes trade exchanges 
on the regional, the developing national and the world 
markets. 

The rapid expansion of all kinds of contacts with the out- 
side world increases the desire of the population of the de- 
veloping countries to improve their conditions of life. Un- 
der the impact of the demonstration effect, the traditional 
scale of values in the social life of the young states grad- 
ually loses its former significance, although many of its 
features continue to play an important part. As a result 
there appears a misshaped symbiosis of the most archaic 
and most modern demands. The modernisation of the old 
system of requirements and the diminishing of the gap 
with the models and standards bred by modern civilisation 
call for corresponding economic solutions. In this way the 
requirements brought in from outside are gradually assim- 
ilated and become an integral part of the internal mecha- 
nism of development. 

It need hardly be said that the population in the develop- 
ing countries copies first and foremost civilisation’s “shop- 
window”. But it should be remembered that consumption 
shifts stimulated in conditions of national independence 




















96 A. ¥Y. ELYANOV 


through two-way ties affect the structure of production in 
these countries much more than in the past, forcing them to 
adapt themselves to the changing demands of the local mar- 
ket. 

Most varied of all, naturally, is the list of goods consumed 
by a handful of the rich, who concentrate in their hands 
a big chunk, often the bulk, of all individual cash incomes. 
This group of people is usually guided by the standards 
of consumption typical for the rich in the industrially 
developed capitalist countries. However, although their in- 
comes seem high by local standards, they still remain much 
lower than in the West. In Venezuela, for instance, the 
average per capita income of the top 5 per cent is only about 
half that of the corresponding section in Britain, in Mexico 
it is just over 40, in Brazil about 33 and in EF] Salvador 25%. 
The only known exception from this rule in Latin America 
is Argentina.’ This, along with the preservation of a num- 
ber of traditional requirements, explains why local demand 
of this group of incomes is extremely scattered. 

To a certain extent the demonstration effect also influ- 
ences the structure of demand of that section of the poorer 
population in the developing countries whose family bud- 
gets are higher than a certain critical minimum. This is 
borne out by the appearance in the most distant backwaters 
of the developing countries first of European clothing, sun- 
glasses, pens, and then watches, bicycles, transistor radios 
and other attributes of civilisation. It is important, how- 
ever, to remember that unlike the prosperous sections of so- 
ciety, those with low incomes often include new goods in 
their consumer basket at the expense of prime necessities, 
which means a deterioration in their food consumption. 
Thus, the Indian journalist Kusum Nair who made a study 
of village life in her country notes: “This increase in the 
consumption of durable consumer goods... and deterioration 
in respect of food, drink, etc., appear to be widespread and 
has been noted in many surveys undertaken recently in va- 
rious States.” ? Quite understandably, the expansion of the 


! Income Distribution in Latin America, p. 24. 

2 Kusum Nair, Blossoms in the Dust. The Human Factor in 
Indian Development, Frederick A. Praeger Publishers, New York, 
1963, p. 152. 
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range of goods consumed by persons with low incomes 
stands no comparison with that of the more prosperous sec- 
tion. 

When considering the impact of the demonstration effect 
on the structure of consumption in the developing coun- 
tries, it is essential also to take into account that many 
items have become status symbols. Just as in the case of 
vast expenditure on weddings, religious ceremonies and 
other traditional rites that are basically needed only to main- 
tain and bolster the prestige and status of a social layer, 
part of the expenditure on modern goods and services has 
nothing to do with real needs. An American Department of 
Commerce survey noted, for instance, that in Africa ball- 
point pens take on a status symbol and are often worn by 
a person who cannot even write.' The same principle prob- 
ably applies to the purchase of the latest models of cars, 
the building of posh homes, etc. 

The impact of the demonstration effect is, of course, much 
stronger in the urbanised centres where connections with 
the outside world are wider than in rural areas. Another 
feature of this phenomenon is that it affects most of all the 
structure of consumption in the upper sections of society, 
which thanks to their higher incomes are able to satisfy 
more fully their demand for certain goods than the poorer 
sections. When these demands take the form of a relent- 
less drive for consumer wealth, such as new models of cars, 
palatial homes, valuable jewelry and real estate, this ex- 
penditure is more of a brake on socio-economic progress 
than a force advancing it. So when analysing the structure 
of demand such expenditure should in effect be regarded as 
depleting the accumulation fund. 

As for the consumer demand of the poorer and middle 
class sections of society, its dynamics and structure are af- 
fected no less, if not more, by such features of life in the 
developing countries as goods shortages, supply break- 
downs, inflation, increases in prices of prime necessities and 


1 Africa. A. Growth Market for U.S. Business. U.S. Department 
of Commerce Publication, U.S. Government Printing Office, Washing- 
ton, 1968, p. 5. 
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at times also the decrease in the solvent demand of the bulk 
of the population living off cash incomes. 

Despite the specific features of local demand arising from 
the complex combination of traditional and modern require- 
ments, all the developing countries reveal a common fea- 
ture: as the level of incomes increases, the share of income 
used for basic necessities tends to decrease. Thus in the lat- 
er 50s and early 60s in Ghana the average urban dweller, 
whose income was higher than those of village dwellers, 
spent 54% of his income on food and beverages, while in 
the rural areas this expenditure amounted to 60%. In India, 
spending on food in the towns took on the average 62% of 
the family budget, and in the villages—70%. The figures 
for Malaysia were 59 and 64% respectively, for Morocco— 
60 and 76%, and for Jamaica—50% and 59%.! The fact 
that people in the towns spent less on food was also partly 
due to the changes in the composition of their requirements 
as their mode of life changed. The gap in expenditure on 
food between the poorest and most prosperous sections of 
the population is particularly big. For instance, in Argen- 
tina in the lower income groups the proportion of expendi- 
ture allocated to food was nearly 60%, whereas in the high- 
est incomes group it was only 23%.? Because of the dif- 
ferences in the process of income differentiation in the de- 
veloping countries, there are often big disparities in expen- 
diture on food even in the same social group. In Chile (San- 
tiago), for instance, the higher-paid workers spent about 
33% of the family income on food, while the lower paid 
groups spent almost 60%. ° 

The rather low percentage of income spent by the more 
prosperous sections of the population on food indicates that 
as incomes grow there are more opportunities to buy goods 
and services that do not belong to the category of prime or 
basic necessities, although economic progress in itself changes 
the range included in this category. Since, however, the 


! Industrial Development Survey, Vol. 1, United Nations, New 
York, 1969, p. 66. 
2 The Process of Industrial Development in Latin America, 
Caer panne New York, 1966, p. 122. 
Ibid. 
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greater part of the population in the developing countries 
is extremely poor, the shifts in aggregate consumption still 
reveal no comparative decrease in spending on basic neces- 
sities. 

Rather the reverse is true. Any increase in per capita 
income reflects first and foremost the greater prosperity of 
the top and partially the middle income groups of the pop- 
ulation. The accompanying increase in expenditure on food 
is probably due more to shifts in the variety and quality 
of the food bought by these groups rather than increased 
volume of consumption of food by the poorest sections of 
the population, who feel the shortage most of all. The top and 
middle groups start to eat less cereals, bread, potatoes, sugar 
and replace them with the more expensive and nutritious meat 
(gradually buying the more expensive cuts), fish, fruit and 
various luxury foods. They also have to spend more to pay 
for the mounting volume of factory labour and services re- 
quired to process, transport and provide these foods. The 
share of these latter expenses in the total expenditure on 
food tends to increase, which keeps up the overall share of 
spending on food in the higher incomes groups of local so- 
ciety. 

The picture is much the same in the demand for such 
prime necessities as clothing, footwear and other personal 
items. But unlike the demand for food, the demand for 
these goods in the early stages of economic development 
reveals a much clearer trend to growth, both comparative 
and absolute. UNIDO surveys show that in the devel- 
oping countries with the lowest income levels the share 
of clothing, footwear and personal items in manufactured 
consumer goods is on the average 8%. In the more econom- 
ically developed countries of Asia, Africa and Latin Amer- 
ica this share rises to 12% and only later is stabilised at 
the 10% level. ! 

The situation is different with the demand for durable 
goods and services. The demand for them shows a stable 
trend to growth with the increase in per capita income, and 
it develops faster than the growth of demand for food and 


| Industrial Development Survey, Vol. 4, pp. 65, 69. 
Tk 
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clothing. Consequently, the share of services and durable 
goods in consumer spending of different sections of the 
population is directly proportional to their level of prosperi- 
ty—it drops to almost zero among the poorest sections and 
rises to several tens percent among the richest. This big 
increase is the result of a higher physical volume of con- 
sumption and a wider variety of goods and services as well 
as higher cost for better quality. Status and fashion which 
prompt the building of palatial homes, trips to fashionable 
resorts and acquisition of the latest models of goods also 
play a fairly important role, especially at the very top of 
the society pyramid. 

As a result, resources, insufficient as it is, are squandered 
and this tends to depress the process of accumulation and 
disperse excessively the restricted demand for many types 
of goods and services. These processes also have a very 
negative influence on the standards of values and mode of 
behaviour of the broad masses of the people who because of 
their limited opportunities to change their social and econom- 
ic status in society are ready to embrace chiefly the exter- 
nal, showy aspects of civilisation. 

As has already been pointed out, the demonstration ef- 
fect influences predominantly the pattern of consumption 
of the urban population in the developing countries. This 
is not only because their incomes are higher, but also be- 
cause their contacts with the outside world are more fre- 
quent and closer and they are the targets of a much more 
massive stream of information. Nevertheless, the rural pop- 
ulation is also being strongly attracted to the benefits of 
modern civilisation. What has a restrictive influence on this 
attraction is low incomes, just like in the towns. Thus, a 
survey of the structure of family budgets in the rural areas 
conducted in the mid-60s in the Punjab province in India 
revealed that the poorest villagers with a monthly income 
of up to 13 rupees per person did not buy any such goods 
at all. Spending on durables in families with monthly 
incomes between 13 and 21 rupees was less than 1% of 
their budget, with incomes between 21 and 43 rupees—from 
1 to 2%, while those who had 43-75 rupees spent from 2.3 
to 4.7%. And it was only those with top incomes of more 
than 75 rupees who could allocate more than 16% of their 
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budget for the purchase of such goods.‘ In Argentina, the 
estimated share of durable consumer goods is negligible in 
the lower income groups, rises to about 6-9% in the middle 
brackets and exceeds 20% at the highest level. 2 

In itself the accelerated growth of demand for durables 
and services is quite logical. As the former Secretary-Gen- 
eral of UNCTAD Raoul Prebisch pointed out: ‘There is no 
way of quelling these aspirations and this is no cause for 
regret: they are aspirations to enjoy a way of life superior 
to the present hand-to-mouth existence endured by three- 
quarters of mankind.” ? However, in the conditions prevail- 
ing in the developing countries this phenomenon has its 
negative aspects as well. The scattering of the fairly limited 
demand reduces the demand for each individual commodity, 
undermining the establishment of a market capable of 
ensuring quick and harmonious economic progress. 

At the same time the organisation or expansion of pro- 
duction of durable consumer goods makes for a redistribu- 
tion of national resources of the developing countries in 
the way that is undesirable from the economic point of view 
and questionable, to say the least, from the social point of 
view. As the Indian economist B. C. Tandon put it: “Pro- 
duction of more durable goods would divert resources from 
the production of non-durable goods which would otherwise 
have been possible and thus it increases the price of wage 
goods or non-durable goods affecting the distributive sys- 
tem which turns in favour of upper section at the cost of 
the people at large.” * And when local production of dura- 
bles is absent or insufficient, they have to be imported. This 
restricts the purchase on the world market of other goods, 
often more important and much more necessary for the 
economy, such as goods for production purposes. 


1. K. Bal and H. S. Bal, “Expenditure Flasticities for Rural 
Punjab (Concentration Curves Approach)”, Indian Journal of Agri- 
cultural Economics (Bombay), No. 3, July-September, 1970, p. 124. 

2 The Process of Industrial Development in Latin America, p. 123. 

3 United Nations Conference on Trade and Development. Second 
Session, New Delhi, India 1968, Publications. Report by the Secre- 
tary-General, United Nations, New York, 1968, p. 2. 

4B. C. Tandon, “Inequality of Incomes”, in: The Third Five 
Year Plan and India’s Economic Growth, Ed. by B. C. Tandon,i 
Allahabad, 1962, p. 42. 
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In any case the incomplete satisfaction of basic require- 
ments caused by the growing inequality of incomes, i.e. the 
requirements which account for the greater part of the sol- 
vent demand of the majority of the population, underlines 
the negative aspects of uncontrolled spontaneous processes. In 
turn, these consequences confirm the need for a comprehen- 
sive approach to resolving social and economic problems, on 
the one hand, and, on the other, for centralised purposeful 
regulation of the entire process of the social development of 
young countries. 

A fuller picture of the structure of consumption of fami- 
lies with different incomes is offered by the data on Sri 
Lanka (see Table 10). 




















Table 10 
Structure of Family Budget ($) in Various 
Income Groups in Sri Lanka, 1969/1970 (%)* 
200- | 400- | 600- | soo- | 1,000 
O@TSa eso Np 599 (70s F g90. ans 
Food** 62.6 | 56.6 | 49.8 | 43.3 | 37.8 | 30.3 
Alcoholic drinks and to- 
bacco 8.2] 9.4] 9.8] 8.2] 6.8] 6.8 
Clothing and footwear G3) V7 Be, 8.388 B86 625 
Rent, taxes and payments 
for water 6.2) 6.5] 8.7] 9.4] 12.2 | 13.8 
Fuel and energy 4.3] 3.6] 3.1] 2.7] 2.4] 2.2 
Durable goods 1 1.88 29:0. 0327) SAN 66.7 
Household expenses; 2.8] 3.2] 3.8] 4.2] 5.4] 6.4 
Medical aid and entertain- 
ment 4.1 5.3] 6.5 Heel, 7.8) 8 
Transport and Communica- 
tions 4.2| 5.4] 6.3 | 10.4 | 13.7 | 18.4 
Others 0.4} 0.7) 0.8] 1 2.4] 0.9 


* Some of the columns add up to more or less than {00 because of 
rounding off of figures. 
** Including subsidised rice ration and eating out. 


Although, according to the standards of the developing 
countries, Sri Lanka belongs to the group with a medium 
polarisation of incomes, scale of polarisation is minimised in 
the table as the families are grouped according to income 
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and nothing is stated about what share of the population 
each group accounts for. But even in this form the data is 
highly significant. The first thing that catches the eye is 
that the share spent on food in the lowest group is double 
that in the top group. This in spite of the fact that state 
subsidies—in the form of a subsidised rice ration—are very 
significant compared with the family budget.‘ It would seem 
that since the top income group spends much less on food 
than the lower income groups, the rest of its consumer ex- 
penditure should be much higher. But that is not so. The 
proportion of expenditure on alcoholic beverages, tobacco, 
fuel and lighting tends to fall with the growth of incomes. 
This item of expenditure increases only in absolute figures, 
which points to a qualitative rather than quantitative 
change in the composition of consumption of the higher in- 
come groups. As incomes rise, the traditional tobacco is re- 
placed by modern derivatives, while the national beverage, 
the toddy, by the more expensive European type of drinks. 
The share spent on clothing and footwear stops increasing 
in the 600-799-rupee income group, while that on other 
goods and services at the 800-999-rupee income group. And 
only the share of other consumer expenditure continues to 
grow with the growth in incomes. Thus, the top income 
group spends almost twice as much as the lowest group 
on medical services and entertainment, 2.2 times as much 
on housing and water, 2.3 times on maintenance of the house- 
hold, 4.4 times as much on transport and communications, 
and 6-7 times on durables. This is due not only to radical 
quality changes in the variety of goods and services includ- 
ed in the last four items of consumption. This high expendi- 
ture largely causes the unfavourable consequences for the 
economy which the life of luxury of the rich leads to and 
which have already been mentioned. 

Another picture of consumption differentiation revealing 
the depth of the actual differences in expenditure of the 
lowest and top income groups of the population on various 
goods and services is provided by figures from India (see 
Table 11). It should, however, be borne in mind, that these 


1 Under the item “Food”, in the top group spending increases 
only on meat and dairy products. 
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calculations show a somewhat greater polarisation of con- 
sumption than the one that would have been indicated had 
the standard grouping of the population by quantiles and 
deciles been used. 


Table 11 


Share of Top and Lowest Income Groups in India 
in the Aggregate Spending on Various Commodities 
(mid-60s, °/o%o) 


Rural areas Urban areas 


Gap be- 
tween 


Gap be- 


Level of ex- Level of ex- tween 


penses, month groups in penses, month groups in 

Commodity —_—_ _————|per capita Wnderi5|...... per capita 
consum. nder consum, 
eee. en (lowest rupees ne (lowest 

(25% of | (4% of +1) (37.7% lg iy, ot} +1) 


popul.) | popul.) jonni popul.) 

Milk and dairy 

products 4.4 17.7 25.3 2.3 23.4 22.6 
Meat, fish,eggs| 11.3 14 6.1 3.6 22.4 14 
Vegetable oil 11.3 11.4 6.3 4.9 15.5 7.1 
Sugar, goor 7.2 16.5 14.3 5.9 42.7 4.8 
Fruit 8.2 19.4 14.8 1.9 33.8 39.9 
Vegetables 11.9 9.4 4.9 4.1 19 10.4 
Processed food, 

canned food 0.9 21.2 147.2 1.6 40.9 57.3 
Factory-made 

fabrics 2.4 23.2 60.4 0.9 34.4 85.4 
Woolen, silk, 

synthetic 

fabrics _— 60.2 _ = 66.4 — 
Footwear 2.9 18.5 39.9 0.9 46.4 115.3 
Crockery 2.9 20.8 64.5 0.8 74.4 210.3 
Furniture — 36.6 os 58.7 — 
Durables* 1 58.9 368.1 0.4 59.3 1398.7 


* This category includes cars, bicycles, radios, clectric fans, watches, 
sewing machines, electric lamps. 

Compiled and calculated on the basis of: G. K. Shirokov, ”Personal 
Consumption Fund in India”, in: The Economy oj the Developing Count- 
ries: Theory and Methods of Investigation, Nauka Publishers, Moscow, 1979, 
p. 236 (in Russian). 


To provide a more comparable picture of consumption in 
the top and lowest income groups, the figures showing their 
total share in expenditure on various items of goods have 
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been supplemented with the author’s calculations to reveal 
the depth of the gulf between the groups in per capita con- 
sumption of the examined goods. The resulting picture is 
very striking: per capita consumption of separate items 
taken in their cost form in the top group exceeds in some 
cases that of the lowest group by a factor of ten and some- 
times hundred. Apparently this deep gulf cannot be ex- 
plained away only by differences in the volume of consump- 
tion. There are limits to any extravagance. Even five- and 
seven-fold differences indicate not only a quantitative, but 
also a certain qualitative difference in the consumption of 
the two groups. The differences in quality are all the grea- 
ter when the value of consumed items is ten and 100 times 
greater. An indirect confirmation of this is to be found in 
the complete absence of furniture and woolen goods in the 
list of items consumed by the lowest income group. 

There is yet another typical feature about the consump- 
tion of the various groups of the population which is re- 
vealed in the per capita figures, but is not reflected directly in 
the figures given in Table 11. This is that the lowest in- 
come urban group in India, despite it having a higher in- 
come than rural dwellers, usually consumes less of the 
items listed in the table than the corresponding rural group. 
The only exceptions are sugar and goor and also processed 
and canned foods. The most obvious explanation is that the 
lowest groups in the table cannot be compared in the share 
they account for among the urban and rural population. But 
this can hardly be regarded as an exhaustive explanation. 
Even if these groups of population consumed no other goods 
than those listed in the table, part of their budget would 
still have to be spent on services, But the urban population, 
irrespective of social or property status has to resort to va- 
rious services much more than the rural population. What 
is more, there are goods without which urban dwellers can- 
not live, but which the lower income groups in rural areas 
can do without. Consequently, urban dwellers always con- 
sume a wider range of goods than their counterparts in ru- 
ral areas. Thus in 1973/1974 the rural population of India, 
getting 15 rupees per person, satisfied its requirements by 
consuming items from only 18 commodity groups, while ur- 
ban dwellers with a similar income made up their consump- 
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tion from items of 23 commodity groups.‘ The consumption 
of additional goods and services use up part of the budget 
of lower income groups in the towns, reducing their oppor- 
tunities to buy other vitally essential goods. That is one 
thing. Secondly, life in the towns is always more expensive 
than in rural areas. Moreover, urban dwellers have wider 
and deeper connections with the market than their rural 
counterparts. As a result, as a rule they live and eat worse 
than in the villages. According to some estimates, the poor- 
est urban dwellers in the developing countries consume 
from 20 to 40% less food than rural dwellers with the 
same income. 2 

The calculated per capita level of consumption also shows 
that, strange as it may seem at a first glance, the top level 
income groups in rural India spend more on expensive wool- 
en fabrics and durables than rich city dwellers. These fig- 
ures might distort the real state of affairs to some extent, 
since the rural rich were taken to account for 4% of the 
population, while the city rich—6%. But this distortion is 
probably largely compensated by the difference in the total 
sum of their expenditure on consumption which amounts to 
over 55 and 75 rupees a month respectively. So the per 
capita figures can be regarded as sufficiently representative. 
It is only essential to remember that while the rural elite 
spends more than its urban counterpart on woolen fabrics 
and durables, it spends less on most of the other goods (ex- 
cept for milk and dairy products, vegetable oil, sugar and 
cotton fabrics). This shift in consumption is due to three 
reasons. First, the traditional patterns of consumption are 
more long-lived in rural areas. Secondly, the fact that the 
4% include both the traditional elite and the nouveaux-riche. 
And thirdly, the imposition of the demonstration effect on 
traditional status symbols combined with the comparatively 
low level of education and general culture among the rich 
in the rural areas. 

Although cost figures are important for revealing the dif- 
ferences in levels of consumption of the various income 


' G. K. Shirokov, Op. cit., p. 235. 
2 1974 Report on the World Social Situation, United Nations, 
New York, 1975, p. 8. 
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groups, they fail to give a full picture of the real conditions 
of their life. To make up for this, let us examine the figures 
for the calorie and protein content in the food ration of dif- 
ferent sections of the population in some of the developing 
countries. In India, for instance, among the higher income 
urban families at the beginning of the 70s per capita con- 
sumption of calories was 3.1 times greater than in the low- 
est income groups, and that of proteins almost 3 times great- 
er. In the rural areas the difference between the calories 
and protein intake of the richest and poorest groups was al- 
ready fourfold. What is more, the nutrition level of 24.4% 
of the urban population and 14.4% of the rural population 
was below the minimal medical norm.! In Indonesia the 
gap between the nutrition intake of the top and lowest in- 
come groups was somewhat less than in India: the top in- 
come group in the towns and rural areas had a calorie in- 
take three times as great as the lowest group and a protein 
intake 3.4 and 2.8 times as great respectively. But there a 
much greater part of the population’s food intake was below 
the medical norm than in India: in the villages it was low- 
er among 71% of the population, and in the towns among 
87%. In Tunisia, and especially in Pakistan and Sri Lanka 
the gap is still less. But while in Tunisia 25% of the popu- 
lation suffered from malnutrition in the early 70s, in Pa- 
kistan malnutrition was the fate of nearly the entire popu- 
lation. In Sri Lanka the majority of the people eat more 
or less normally.* In Iran, however, 25% of the population 
suffer from some sort of shortage of calories and protein in 
their food, the figure for E] Salvador is 50%, Jamaica 70% °, 
etc. 


1 It should be borne in mind that in the developing countries 
the food level of the poorest sections of the population depends 
largely on the year’s harvest. Source: United Nations Economic and 
Social Council for Asia and the Pacific. Doc. E/ESCAP/31, L. 26, 
January 15, 1979, p. 232. 

2 Thid., p. 234; Wouter van Ginneken, Rural and Urban Income 
Inequalities in Indonesia, Mexico, Pakistan, Tanzania and Tunisia, 
Geneva, 1976, pp. 32-34; United Nations Economic and Social Council. 
Doc. F/ESCAP/L. 26, January 15, 1979, p. 234. 

3 World Employment Programme Research, WEP2-32/WP. 16. 
Working Papers, International Labour Office, Geneva, April 1979, 
p. 21. 
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The limited opportunities for industrialisation in the de- 
veloping countries as a result of their insufficiently high le- 
vel of economic development are aggravated by the entire 
complex of socio-economic factors that invariably accompa- 
ny such a level. Not only is the purchasing power small and 
very unequally distributed, but the structure of individual 
solvent demand typical for such a distribution is unfa- 
vourable. 

Details of the role different groups of the population play 
in the consumption of various goods and services are given 
in Table 12, albeit on the basis of a somewhat different 
classification of incomes. 


Table 12 


Share of Population at Different Income Levels in the 
Consumption of Separate Goods 
(based on figures for Latin America 
for the 60s; %% of total) 





Income groups 
Sectors of production 











I | IJ Ill IV 
Unprocessed food 59 12 26 3 
Processed foods 3 15 57 25 
Clothing and footwear 10 14 53 26 
Furniture b) 44 69 15 
Chemical products 1, 18 57 18 
Metal products and machinery 1 3 45 54 
Transport equipment - 2 42 56 
Petroleum products and miscellaneous 
manufactured goods 26 19 47 8 
Services 6 41 54 32 
Share of each group in total consump- 
tion 10.5 | 14.5 | 50.1 | 27.9 





Note: The per capita income of the first group (40% of the population) 
was US $77, second group (20%) — US $179, third (35%) — US $497 and 
fourth (5%) — US$2,190. The share of each group in incomes and consump- 
tion does not coincide. Their share in incomes is 8.8, 10.2, 49.7 and 31.6% 
respectively. 

Source: 1970 Report on the World Social Situation, United Nations, New 
York, 1971, pp. 41-42. 


The figures in Table 12 confirm the earlier noted trend 
in the formation of the demand for the main consumer 
goods and services. It follows from the table that the poor- 
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est 40% of the population with less than 9% of all individ- 
ual incomes form a considerable market only for unproces- 
sed foods. The middle 20% also have limited demands, al- 
though more diversified. The main consumers of most goods 
and services are the next group—35% of the population, 
while the top income group (5%) dominates the car and 
durable goods market. This concentration of demand for 
manufactured goods, as UN experts have pointed out, “pro- 
duces distortions and restrictions in the interna] mar- 
ket for consumer goods that would not be overcome even 
if Latin American integration greatly increased the size 
of the market’’. ! 

The high concentration of the purchasing power, on the 
one hand, and the very wide dispersion of demand, on the 
other, given its inconsiderable size, make for a very quick 
saturation of the market in manufactured consumer goods. 
The slow growth of incomes prevents a widening of the 
range of goods cunsumed by the lower income groups. The 
overwhelming part of their purchasing power (and some- 
times, as in Ghana, Panama and the Philippines, the grow- 
ing part) is used for food. As for manufactured goods, the 
demand for them in this group of the population is often 
limited to small quantities of cheap fabrics and other equal- 
ly simple articles of everyday use. Usually there is little 
change in this field, and the share taken by food in the in- 
dividual consumer expenditure of the Latin American coun- 
tries can hardly drop much below 40%. In Africa, because 
of the greater elasticity of demand for these goods, food, 
undoubtedly, still takes up no less than half the average 
family budget. 

Irrespective of the part food plays in the overall con- 
sumption fund, and other economic specific features in in- 
dividual developing countries, they apparently cannot ig- 
nore the dynamics of demand for basic necessities, nor the 
qualitative shifts in the very nature of basic necessities. 
Otherwise the balance between demand and supply is badly 
disrupted. Some goods are in short supply, while there is 
a surplus of others. This produces conditions for inflation- 
ary trends. Simultaneously it raises the question of whe- 


1 1970 Report on the World Social Situation. n 42. 
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ther a certain part of the labour and material expenditure 
of society is really worthwhile. At the same time the growth 
of expenditure on some goods reduces, if not in absolute 
terms, at least comparatively, the market for others and 
places objective limits on their production, raising the issue of 
maintaining certain priorities in the economic development 
of the country. This basic principle of economic construc- 
tion should not be taken too literally. The main thing is 
not so much to keep strictly to certain priorities when build- 
ing up one production or another as to maintain certain 
objective proportions between them. 

In addition, the following conclusions can be drawn from 
an analysis of the trends of consumer demand. First, the 
very great quantitative and qualitative differences between 
the consumption of the bulk of the population and the top 
rich section create conditions for preserving and develop- 
ing two sectors within the framework of the national mar- 
ket that form the basis for industrial and for crafts produc- 
tion. Secondly, as a result of the limited demand for each 
separate item of manufactured goods, which is much less 
than the optimal figure, the scale of certain productions is 
reduced, the organisation of others is hampered, and yet 
others are ruled out altogether. All this increases the bur- 
den on imports. The formation of internal incentives is hin- 
dered, as also the impulses they create for the development 
of mutually complementary production; the disproportion 
of local economic structures remains or grows even greater, 
and it is increasingly difficult to balance the nation’s for- 
eign trade. Thirdly, the fragmentation of demand, given 
its small overall size, accelerates the saturation of the mar- 
ket, aggravates the problem of providing work for already 
existing production capacities and thereby increases the ca- 
pital intensity of industry. Fourthly, since consumption of 
many items (especially durables) is in effect the privilege 
of a small rich section of the population, the expenditure on 
their production or import drains resources from the pro- 
duction of consumer goods in general and, at the expense 
of the working people, makes for the further improvement 
in the position of the rich top section. 

Finally, the growing discontent of the popular masses 
and the social tension it creates, spurred on by the demon- 
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stration effect, faces the developing countries with a dit- 
ficult dilemma. The rapid rise in demand makes it all the 
more urgent to take steps to raise the level of consump- 
tion, and yet at the same time underlines the need to ex- 
pand accumulation and ensure conditions for a stable high 
rate of economic growth in the future. These two tasks are 
to a certain extent contradictory. That only adds to the im- 
portance of the question how the national income should 
be used, what part should be allocated to consumption and 
what part to accumulation. 


CHAPTER FIVE 


ACCUMULATION AND THE MARKET 
OF PRODUCTION GOODS 


When the formerly colonial countries made the transi- 
tion to free development, this created the conditions for ac- 
celerated economic progress and stimulated their require- 
ments for means of production. They had to cope with the 
problems of the accumulation of cash and real capital’ and 
with formation and realisation of surplus value. In examin- 
ing the problems of accumulation no attempt is made to 
study specifically the sources, nature or form it takes in 
the developing countries. Attention is chiefly focused on 
the factors that determine the formation and development 
of solvent demand for means of production. 

Production goods can be subdivided into two main 
groups, depending on their functional role: the tools, or the 
instruments of labour, and the objects of labour. A special 
role belongs to labour tools, since they are of prime signifi- 
cance for advancing technical equipment, expanding the 
range of production and increasing its volume. The pros- 
pects of economic advancement and, consequently, social 
progress in the liberated countries largely depend on the 


' The accumulation of cash (savings) is taken to mean the value 
of the accumulation fund in the end social product, while the ac- 
cumulation of real capital is understood as the increase in fixed 
assets. 
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size and technical level of capitalised resources, of which 
labour tools are an important part. So we first examine the 
questions connected with the labour tools market. 


1. The Norm and Volume 
of Capital Investments 


The accumulation of capital is highly important in the li- 
berated countries of Asia, Africa and Latin America for a 
number of reasons. First, because the technical modernisa- 
tion of the economy has to be accomplished in a very short 
time and bypassing the intermediary stages that Western Eu- 
rope went through during the industrial revolution. Also, 
modernisation begins from a fairly high level. Secondly, the 
modern technology being introduced is much more expen- 
sive than that used when the now developed capitalist coun- 
tries went through that stage. Thirdly, modern technology 
requires a skilled labour force and, consequently, considera- 
ble investment in general and special education, the health 
service, etc. Fourthly, industrialisation in the developing 
countries requires accelerated development of transport, 
trade, services and other elements of the production in- 
frastructure. Finally, the question of providing jobs and 
means of subsistence to the rapidly expanding population 
is acute in these countries as never before. 

Satisfying these requirements, however, runs into serious 
difficulties. In this connection special mention should be 
made of the extremely high concentration of incomes, which 
because of the impact of the demonstration effect and also 
because of the backward internal socio-economic structures, 
hinders the use of the existing potential for economic ad- 
vancement. The situation that developed in most Latin 
American countries in the 60s provides a striking illustra- 
tion. Then, despite the considerably higher level of develop- 
ment and in contrast to the general trend, the norm of in- 
ternal savings fell and in 1966-1968 dropped on average be- 
low the level typical for Afro-Asian countries down to 
15.9% from 16.2 and 16.5% respectively. ! 


' World Economic Survey, 1969-1970, pp. 231-33. 
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So the concept of poverty for most Latin American coun- 
tries is obviously different from that in Asia and Africa. 
But in absolute terms the poverty there is still very great. 
It is sufficient to recall that in the early 60s the average in- 
come of 40% of the population of the continent was less 
than one hundred dollars, while in the first half of the 70s 
27% of the population had to make do with less than $90. ! 
This, and also a certain amount of social tension, prevents 
a further reduction of the working people’s consumption 
fund. On the other hand, the increase in savings for accu- 
mulation among the rich top circles is kept down by the 
unlimited growth of consumption, which is spurred on by 
the demonstration effect and the transfer of part of the in- 
come to the developed capitalist countries. Thus, according 
to estimates of the American economist Frank W. Fetter, 
which once caused an immense stir, ‘in more than one La- 
tin American country that is reputedly ‘short of capital’, 
the sums that have been spent in Paris in the last half cen- 
tury by wealthy natives would have endowed the country 
with a modern transportation system and a well-equipped 
industrial plant’. 2 

The growth of the share of the rich in accumulation, as 
was pointed out earlier, is deterred by the accelerated 
growth of their consumption, while the very great concen- 
tration of solvent demand in their hands reduces the basis 
of the domestic market and consequently the opportunities 
for rational use of capitalised resources. In turn, 
this has a depressive effect on investments, since 
the limited consumption of the mass of the population 
greatly reduces the need in fixed and current capital. As 
was rightly pointed out by the Soviet economists R. A. Ul- 
yanovsky and V. I. Pavlov in their foreword to the Russian 
translation of G. Myrdal’s book The Asian Drama, “‘quite a 
bit of the money that finds no productive use because of the 
narrowness of the domestic market is turned to speculative 
purposes or is withdrawn from circulation altogether. This 


! Employment, Growth and Basic Needs: A One-World Problem, 
p. 22. 

2? Frank W. Fetter, “The Need For Postwar Foreign Lending”, 
The American Economic Review, No. 1, Supplement, Part 2, March 
1943, p. 343. 
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is one of the deepest contradictions in the capitalist road of 
development, because accumulation constantly comes into 
conflict with consumption, with the mass market, which in 
the final count is the decisive condition for the productive 
use of accumulated funds”. ! 

We are profoundly convinced that the traditional thesis 
of bourgeois political economists that the mounting ine- 
quality in incomes tends to increase savings in the develop- 
ing countries does not stand the test of practice. It is signi- 
ficant that the negative effect of the profound inequality 
of incomes on accumulation in the developing countries is 
acknowledged by a number of liberal bourgeois economists. 
Thus, in one of its surveys dealing with the interconnection 
between distribution, consumption and savings the Econom- 
ic Commission for Latin America underlines that ‘although 
some degree of inequality may be an incentive to saving, 
the extreme inequality at the top of the scale in Latin Amer- 
ica may well have had precisely the opposite effect’.2 A 
similar conclusion was reached on the basis of data on the 
distribution of incomes and savings in South and South- 
East Asia by the UN Economic Commission for Asia and 
the Far East. The Survey for 1971 noted that the trend 
towards saving was lower in the countries with a consider- 
able inequality in income distribution. Savings, of course, 
depend on the absolute level of incomes, but in the develop- 
ing countries they are also affected by the strong inclina- 
tion for consumption of the better off groups. The facts 
also testify to these groups’ strong desire to spend money 
on luxury items and other imported goods, that are far from 
being basic necessities, the keeping of servants, travel and 
entertainment. This consumption should be cut down for 
the sake of growth, the survey concludes.* This confirms 
once again that the need for a serious redistribution of in- 
comes, repeatedly pointed out by Marxist scholars, is dictat- 
ed not only by the social, but also the purely economic re- 
quirements of the developing countries. 

When assessing such facts it would be incorrect, how- 


! Gunnar Myrdal, The Asian Drama, Moscow, 1972, p. 76. 

2 Economic Survey of Latin America, 1969, United Nations, New 
York, 1970, p. 372. 

3 Economic Survey of Asia and the Far East, 1971, p. 69. 
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ever, to ignore a number of other objective reasons that hin- 
der the growth of the norm of savings in most developing 
countries. Most important among them is the low national 
productivity of labour, with which, in the final analysis, 
both the norm and the volume of the surplus value are con- 
nected. The developing countries’ main difficulty, therefore, 
stems not so much from the inequality of incomes as such 
but from the low level of development of their productive 
forces and the extreme poverty of the main part of the po- 
pulation that this entails. In a certain sense, the inequality 
is a manifestation of this poverty. Therefore, in order to 
raise the norm of savings in the liberated countries, it is 
necessary to carry out basic social reforms, to eliminate out- 
moded social institutions, and to create the conditions which 
would involve broad sections of the population into econom- 
ic construction. And as an integral part of these changes, 
measures have to be taken to curb the parasitical consump- 
tion of the rich. 

The significance of such measures, in our view, is deter- 
mined not so much by the need to raise the norm of sav- 
ing, as by the acute shortage of funds for strengthening the 
economic positions of the countries concerned and promot- 
ing the social progress of the lower income groups and also 
by the need to restructure or at least introduce some sem- 
blance of order into the sphere of consumption proper. Giv- 
en the present concentration of the purchasing power in 
the hands of a small group of the rich and the structure 
of consumer demand associated with it, capital investments 
are usually directed into industries designed to meet the 
requirements of that self-same privileged group. In the 
meantime, the needs of the bulk of the population, which 
has no such money, do not attract investors. Consequently, 
the market mechanism itself tends to preserve and deepen 
income inequality. And if this trend is to be broken, the 
state has to intervene vigorously in economic life. The de- 
cisive role belongs to institutional reforms. Their economic 
effect, and, in the final count, their social effect too, de- 
pends largely on how they are backed by shifts in all spheres 
of the production process, including distribution and con- 
sumption. 

The economists who urge big increases in savings stem 
&* 


i a 
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from the precept that at present it is unjustifiably low. In 
substantiation of their argument they often compare the 
norms and levels of per capita savings in the developing 
countries and in the developed capitalist countries. Such 
comparisons are hardly justifiable without taking into ac- 
count the different levels of economic development and pro- 
ductivity of labour. Obviously, in countries where the per 
capita income averages $100 or $200, the savings fund, 
even at a norm of 30%, will be only 20% of that in a coun- 
try with an equal population saving only 15% of the GNP, 
but having a per capita income of $1,000 to $2,000 respecti- 
vely. Consequently, any comparison of the average per ca- 
pita savings in the developing countries and the developed 
capitalist countries illustrates nothing but the compared 
figures. 

In order to ensure a higher level of consumption, more 
must be produced and saved. That is obvious. Equally ob- 
vious is the fact that as per capita production increases, 
there are greater opportunities to set money aside as accu- 
mulation. Consequently, the developing countries lag be- 
hind the industrially developed ones not only in the size of 
their real savings, but also in their potential to save. Nor 
is the technical level of capital investments high in the 
developing countries. That is because both the source of 
the funds used to replace and accumulate fixed assets, and 
the spheres of their investment are different from those in 
the developed countries. 

The explanation for the comparatively low norm of sav- 
ings in the developing countries offered by the American 
economist A. Hirschman in a recent work deserves, in our 
view, serious attention. He underlines that this is not neces- 
sarily due to the smallness of savings, but to the smallness 
of the share of the modern sector in the economy. Ignor- 
ing the depressing influence of the demonstration effect on 
savings, Hirschman actually contradicts the realities. But 
there is a grain of truth in his assertion, since the author 
acknowledges the need to take into account the existence 


! Albert O. Hirschman, The Strategy of Economic Development, 
Yale University Press, New Haven, 1961, p. 36. 
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of archaic economic forms in the developing countries, 
which have a low productivity of labour and are largely 
characterised by non-productive consumption. 

The smaliness of the modern sector not only has a negative 
effect on the national level of labour productivity, but also in- 
dicates the smallness of fixed assets. That reduces the chances 
for their replacement, modernisation and for increasing them 
through bigger depreciation rates. Marx in his time noted 
this feature of accumulation in the less developed countries: 
“Where much constant capital, and therefore also much 
fixed capital, is employed, that part of the value of the 
product which replaces the wear and tear of the fixed cap- 
ital, provides an accumulation fund ... without any deduc- 
tion whatsoever having to be made from the surplus-value 
for this part of accumulation... This accumulation fund 
does not exist at levels of production and in nations where 
there is not much fixed capital.” ! 

The limited opportunities to build up accumulations 
through setting higher depreciation rates are also due to the 
fact that machines and equipment account for a comparati- 
vely small share of the fixed assets in the developing coun- 
tries. What predominates in them is the so-called passive 
elements of capital, which depreciate physically and mo- 
rally rather slowly. Even in countries having a fairly well 
developed industrial sector, the part played by depreciation 
in accumulation is usually less than in the industrially de- 
veloped capitalist countries (see Table 13). 

The calculations in Table 13 are approximate ones. What 
is more, as far as the developing countries are concerned 
they are not sufficiently representative. This is particularly 
true for the African countries. The figures should be seen 
more as a pointer than an exact picture of how things 
stand with depreciation of fixed capital in the groups of 
developing countries and the developed capitalist countries. 
But even so they do indicate that the depreciation fund 
plays quite a limited role in accumulation in the young in- 
dependent countries. Figures for later years also bear this 
out. Thus, in the first half of the 70s in 10 of the develop- 


' Karl Marx, Theories of Surplus-Value, Part If, Progress Pub- 
Jishers, Moscow, 1975, p. 480). 
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Table 13 


Reproduction Structure of Capital Investments 
in the Non-Socialist Countries (4/)%/)) 





Share of depreciation 


Countries and groups of countries in gross invest- 





ments in GDP 
Asian developing countries 35 5.4 
African developing countries 33 4.3 
Latin America 36 6.1 
USA 62 10-44 
Western Europe 42 9-410 
Japan 38 12-13 





Note: Figures for developing countries are unweighted and cover a 2-3 
year period in the first half of the 60s, while those for the West European 
capitalist countries are weighted and refer to 1960-1967. The average for 
Asia was obtained from data for 10 countries, for Africa—for 6 and Latin 
America—for 15 countries. The share of depreciation in*the GDP in the 
capitalist countries was determined approximately on the "basis of figures 
for 1960, 1965 and 1967. 

Calculated from: World Economy and International Relations, No. 6, 
1969, pp. 152, 157. 
ing countries covered by Table 13 an average of only 
30.5% of gross capital investments came from depreciation 
funds. 

When examining the reproduction structure of invest- 
ments in these countries, it should not be forgotten that to 
a certain extent it depends on the economic policy of the 
country, the inflow of capital from abroad and on the po- 
licy of the foreign monopolies (where they are able to im- 
plement it) designed to write off as quickly as possible the 
capital they invest. The desire of foreign monopolies to 
speed up the depreciation of their investments, when their 
share in the fixed assets of the developing countries is big, 
can increase the significance of the depreciation fund. That 
apparently accounts for the much greater part played by the 
depreciation fund in Sierra Leone as compared with such 
countries as Egypt, Morocco and Tunisia. The share of de- 
preciation in accumulation and the GDP in the last three 
countries in the first half of the 60s stood at 8 to 27% and 
2 to 3%, while in Sierra Leone it was 68 and 7% respec- 
tively. As for the policy of the national state, it can speed up 
or slow down the process of renewal of the country’s fixed 
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capital. And depending on what policy it chooses, condi- 
tions are created for the growth or for a drop in the share 
of the depreciation fund in accumulation. 

It is significant that depreciation’s share in accumula- 
tion in the countries represented in Table 13 is proportional 
to per capita output: the higher the output, the higher 
the share. Yet no such direct connection can be seen be- 
tween depreciation’s share in the GDP and the country’s 
economic level. Deviations are revealed even when analys- 
ing average figures for a group of countries. Apparently 
this is due chiefly to the difference in the genera] norms 
of accumulation and the rate of economic development. 
Japan provides the most striking example of such devia- 
tions. In the 60s it had the highest norm of accumulation 
and the fastest rate of economic growth. 

The comparative predominance of pure accumulation in 
the structure of capital investments in the developing 
countries is the outcome of the intensification of processes 
of capital construction and the commissioning of new pro- 
duction capacities that, as yet, are naturally in no need 
of replacement. If we take the United States in 1869-1888 
(this is true also of later periods), we find that the de- 
preciation fund exceeded the real rundown of fixed assets 
by more than 67%, and a considerable part of depreciation 
charges were in effect used for pure accumulation. Bearing 
that in mind, as well as the increased pace of technologi- 
cal progress, it can be said that the comparatively low share 
of depreciation in the developing countries reflects to one 
extent or another the incomplete replacement of morally 
and physically obsolete production funds. 

This, however, can hardly be regarded as a testimonial 
in favour of a more active depreciation policy designed to 
increase the overall norm of accumulation in view of the 
chronic shortage of many goods in most developing coun- 
tries. Apparently, so far there are no real opportunities for 
pursuing such a policy. What’s more, it is the end result 
of such an increase that is important, not the source. Eco- 
nomic progress, as everyone knows, depends both on the 
size of the capitalised share of the GDP and also, to a 
great extent, on the effective use of existing and newly 
created fixed assets, 
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Despite all the contradictions and difficulties, the norms 
of accumulation have grown substantially in most of the 
developing countries since independence. The government 
measures to mobilise available resources for development 
have helped this along. These measures include the block- 
ing of all channels along which imperialism had in the 
past expropriated the surplus product, the regulation of 
foreign investments, the imposition of more effective taxes 
on such investments, improvements in the financial and 
credit system which are an important lever for increasing 
domestic savings, and better conditions for capitalising 
such savings. At the same time, the quickening pace of 
accumulation in the former colonial and dependent coun- 
tries is to a certain extent the result of a greater inflow 
of capital and new technology, stimulated by the competi- 
tion and struggle between two opposite social systems and 
the shifts in the distribution of world productive forces 
caused by the scientific and technological revolution. The 
scale of this process is partially illustrated by Table 14. 


Table 14 


Dynamies of the Growth of Accumulation Norms 
in the Main Areas of the Non-Socialist 
World, 1960-1977 (%% of GDP) 











1960 1970 1977 
Developing countries 15.9 18.2 24.1 
Africa 17.32 18.5 26.6 
Latin America 19.5 20.3 22,4 
Middle East 15 15.8 27.8 
South and South-East Asia 14.7 17.6 24.4 
Developed capitalist countries 20.2 23.4 a4 


Calculated from: Statistical Yearbook, 1978, United Nations, pp. 17-20. 


The table shows that on the whole the norm of accumu- 
lation in the developing countries has a clear-cut tendency 
to growth. In the 17 years alone it increased by more than 
50%, including by 50% in Africa, 10% in Latin America, 
90% in the Middle East, and almost 40% in South and 
South-East Asia. As a result, the developing countries 





STRUCTURAL CHARACTERISTICS OF MARKET 124 


have surpassed the capitalist countries in the size of the 
capitalised share of the GDP, although their per capita in- 
come is incomparably lower. That being the case, it could 
be said that from the point of view of quantity these coun- 
tries have more or less solved the problem of accumulation. 
However, regional figures are not enough to provide a pic- 
ture of the level of capital formation in individual devel- 
oping countries, since, while giving a general impression, 
they gloss over the serious differences. As it is impossible 
to analyse the position in each country separately, we shall 
consider the state of affairs through the prism of unweight- 
ed averages for different groups of countries with about 
the same level of economic development. The unweighted 
average is obtained by dividing the sum of the accumula- 
tion indicators in the individual countries by the number 
of countries. This eliminates to some extent the distortions 
caused by the non-standard size of accumulation in coun- 
tries like the oil-exporting states and also in big and the 
least developed countries (see Table 45). 

Table 15 

Evolution of Norms and Sources of Financing Capital 


Investments in Different Groups of Developing Countries * 
(%% of GNP) 











Including 
Norm of capital 
Pore eee: CUUNIENS °rinvestment Gross domestic Foreign capital 
savings 
1960- 19741- 1960- 1971- 1960- 1971- 
Years 1962 1975 1962 1975 1962 1975 
1st group 20.6 24.1 19.8 20 0.8 4.4 
2nd group 17.4 20.8 13.7 17.4 3.7 3.4 
3rd group 16 18.2 11.3 16 4.7 2.2 
4th group 12.9 15 10.4 9.4 2.8 95.6 
Average for 
75 countries 17 19.9 14 17.2 3 2.7 


* Countries are grouped by level of per capita income for 1975. The Ist 
croup includes 20 countries with per capita incomes over US$1,000; 2nd 
group—19 countries with incomes from $551 to $1,000; 3rd group—2t coun- 
tries with incomes $251-550 and 4th group—t5 counirfes with incomes 
up to $250. Atl figures are unweighted average. 

Calculated from: World Economic Survey, 1969/1970, Doc. E/Ac. § 4/4.95. 
Table A-12, pp. 231-33. 
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The absence of available figures docs not permit us to 
follow the dynamics of all the indicators in the table for 
such a large number of countries for a longer period. But 
even this data is sufficient to provide a general picture of 
the transformation of the general and regional norms of 
accumulation by groups and the evolution of the ratio be- 
tween the domestic and external sources of financing of 
capital investments in different groups of developing coun- 
tries. The table shows that although on average the norm 
of accumulation in each of the 75 countries increased less 
than the level of aggregate investments of all the liberated 
countries, the average increase in norms of domestic sav- 
ings was very considerable. As a result the share of ex- 
ternal resources in accumulation fell on the average by 


1.3 times (25 . 4): Yet the norm of accumulation in 


each group of countries is different, and, naturally, the ra- 
tio between domestic savings and gross investments 
changed there differently as well. 

In principle the norm of savings in the former colonial 
and dependent countries, other conditions being equal, is 
directly proportional to the level of development of produc- 
tive forces. Any deviations from this rule are caused by 
specific structural features of the economy, differences in 
the ratio of prices of productive and consumer goods, the 
current economic situation in each country, etc. But in the 
general figures for groups of countries these deviations are 
more or less mutually compensated. Consequently, the 
group figures are much better correlated with levels of de- 
velopment than figures for individual countries. But even 
then one notices in passing from the lowest group to the 
top that there is a substantial and increasing lag of group 
4 from the rest, which indicates the extremely limited op- 
portunities for accumulation. 

Another factor worth noting is that in the 70s the first 
group of countries, which includes the most developed 
countries, ceded place only to the fourth group in the role 
of external resources in financing capital investments. 
What is more, if the oil-exporting countries are excluded 
from group 1 (thanks to their oil they have unique op- 
portunities for saving), then the remaining countries ex- 
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ceed even group 4 in the norm of foreign capital invest- 
ments. There are a number of reasons for this, including 
probably the more substantial role played by qualitative 
factors of economic growth. But in our view factors having 
a special significance are those that have a depressing effect 
on increases in the savings in the oil-importing countries 
of group 14. Among them mention should first and fore- 
most be made of the comparative shortage of foreign cur- 
rency because of insufficiently developed exports and the 
comparatively high consumer demands of local society (as 
a result of the demonstration effect) which extends con- 
sumption and retards the growth of savings. This, natu- 
rally, applies primarily to the prosperous sections of society 
in whose hands the bulk of incomes are concentrated. All 
the more so since quite a bit of their incomes is transferred 
to the developed capitalist countries. 

The unprecedented increase in the norm of accumulation 
in all groups without exception in the first half of the 
70s, despite worsening external conditions, was achieved 
thanks to more vigorous efforts to mobilise internal re- 
sources for development and the increased inflow of foreign 
capital. The level of capital investments rose in 54 of the 
75 examined countries. It should, however, be remembered 
that the wide use of foreign capital was accompanied by 
an unprecedented growth in the external debt and the in- 
creased outflow of profits for private investments, which 
increased sharply the pressure on the already limited ex- 
port resources of most developing countries that do not 
export oil. 

In view of the substantial differences in the norms of 
savings and capital investments, it is worth looking at the 
nature of the shifts in the system of co-ordinates determin- 
ing the status of individual countries irrespective of their 
level of development (see Table 16). 

It follows from Table 16 that the greatest difficulties in 
increasing the norms of savings and capital investments 
are felt by the countries with the lowest norm, i.e. where 
less than 10% of the GNP is saved and invested. These 
are first of all the least developed countries. Thus, in 1971- 
1975, compared with 1960-1962, the number of the least 
developed countries with a savings norm below 10% did 
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Table 16 


Break-Down of Developing Countries by the Level 
of Domestic Savings 
and Gross Capital Investment (%% of GNP) 


Distribution of countries by norm 


Be eh ree Savings Capital investment 


investment Rat aoe Le ta ee as hotoke hh ko, ase 
1960-1962 1971-1975 1960-1962 | 1971-1975 


Negative _ 1 - — 
Less than 5 6 8 — —_ 
5.0-9.9 16 6 8 3 
10.0-14.9 33 20 26 48 
15.0-19.9 12 17 34 19 
20 and more 8 22 40 35 


Compiled on the basis of the same sources as Table 15. 


not decrease, despite the general trend, but on the contrary 
increased by 40% (from 5 to 7), and their share went up 
correspondingly from 22.7% (5 out of 22) to 46.7% (7 
out of 15). The picture is much the same in regard to 
changes in the composition of countries capitalising up to 
10% of the GNP. The only difference is that the total 
number of countries with such a low norm of capital in- 
vestments remained unchanged during this period: there 
were still three of them. But while in 1960-1962, apart 
from these three, 5 other countries with higher levels of 
development registered a similar low norm of capital in- 
vestments, in the first half of the 70s there were none any 
longer. 

The most dynamic countries were those which in 1960- 
1962 had a savings norm of 10-15% of the GNP and a | 
capital investments norm of 15-20%, because their number 
decreased the most and chiefly due to an upward move- 
ment. It is significant also that the move up to a higher 
category of savings level occurred in 18 countries and in 
norms of capital investment in 25. Another important fea- 
ture of the changes, not shown in the table, is that the 
upward movement in savings took place chiefly at the end 
of the 60s (13 out of 18 cases), and in norms of savings 
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in the first half of the 70s (18 out of 25 cases). Moreover, 
in 10 of the 18 countries the movement into a higher ca- 
tegory of savings norms was due to the sharp expansion 
of the production of minerals in short supply and_ their 
export. 

This nature of changes in the level of savings and cap- 
ital investments gives grounds for thinking that, given 
the present social and economic structures and productiv- 
ity of labour, the norm of domestic savings in most de- 
veloping countries has come close to the limit when any 
further growth is possible only by reducing the consump- 
tion fund, and often beyond the economically substantiated 
limits. 

It is usually assumed that in the period of the industri- 
al revolution which the developing countries are now going 
through, when fixed assets are being accumulated, the most 
important factor of economic growth is the increase in the 
volume and norm of capital investments. This is connected 
with the need for accelerated modernisation of the produc- 
tion system, the expansion of the fixed productive and non- 
productive assets as the scale of production and the cost 
of a unit of capital equipment increase and with the need 
to provide jobs; in other words, with the inevitable need 
to lean primarily on extensive methods of economic devel- 
opment. This argument is substantiated with references to 
the scientific and technological revolution that increases 
the requirements for accumulation. 

All this seems logical and correct, but only at a first 
glance. There is no arguing that it is essential to speed 
up modernisation and expand fixed assets, and, consequent- 
ly, extensive forms of economic growth must prevail. In 
principle, that is absolutely true. But can one on this basis 
assert that the main, and almost the sole road of develop- 
ment for the former colonial and dependent countries lies 
along the increase of norms of savings and draw the con- 
clusion that they badly lack the resources to do this? Such 
conclusions fail to take into account the complexities of 
the investment process. 

The present level of savings in the developing countries 
is in most cases higher, and much higher, than that which 
prevailed in the 1870s in the United States and Germany 
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(13-14%), to say nothing of Britain and Japan (10-11%).' 
Yet those capitalist countries, Japan excluded, had a much 
higher level of economic development than the developing 
countries have today. What is more, their economies were 
more homogeneous, with smaller gulfs between the differ- 
ent sectors of the economy, and their domestic markets 
were more integrated. Apart from that, the capitalist coun- 
tries at that time had a comparative oversupply of capital 
which expressed itself in the form of periodic crises of 
overproduction. 

This has nothing to do with the specific features of that 
period in history. It is something that is immanent to the 
capitalist mode of production. But is modern, the most 
dynamic sector of the economy in most developing coun- 
tries not following the capitalist pattern? Agreed, a differ- 
ent kind of capitalism, a dependent type capitalism, which 
does not have the same transforming force it had during 
the days of its establishment in Europe and North Amer- 
ica. But the specific features of peripheral capitalism, 
which account for its changed historical mission, in no 
way save it from the vices common to the capitalist mode 
of production in general. 

Because of that more caution is needed in assessing the 
tasks facing the developing countries in the field of accu- 
mulation. We believe that the need to build up fixed as- 
sets in the developing countries should be considered to- 
gether with the question of improving the use of existing 
and newly formed production capacities. Such an ap- 
proach is all the more necessary, since the marginal capital 
intensity in most developing countries, which shows how 
many units of capital are spent to achieve a growth of one 
unit of production? is increasing noticeably, which indica- 
tes that the efficiency of accumulation there is progressive- 
ly declining. Thus, according to available figures for 75 
countries, the number of ceuntries which in 1971-1975 had 
a capital coefficient of more than 3.5 units increased com- 


! Simon Kuznets, Modern Economic Growth. Rate, Structure, and 
Spread, pp. 236-39. 

2 The coefficient of marginal capital intensity is measured by 
the ratio of the norm of capital investments to the average annual 
rate of growth of the GDP. 
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pared with the early 60s from 39 to 64% (from 29 to 46). 
During that same period the countries with a capital co- 
efficient of more than 4.5 units rose from 24 to 44% (from 
18 to 31), and those with a coefficient over 6.5 from 14 
to 29% (from 10 to 21). 

This process took place most intensively in the more de- 
veloped (except the oil exporters) and the least developed 
countries. The 2nd and 3rd groups were somewhat less 
affected. But the same trend predominated in them too. If 
the shift in the marginal capital intensity can apparently 
be regarded as a more or less natural outcome of indus- 
trialisation in the developed countries, that explanation 
cannot apply to the less developed ones. Especially the 
small ones, where there can apparently be no question at 
present of the building of technically sophisticated econom- 
ic projects. Yet in 12 of the 17 least developed countries 
the capital coefficient in the first half of the 70s exceeded 
3.0 units, with 8 countries having it more than 6.5. 

It is clear without any special analysis that in the case 
of most of the multi-structural economies, the role of the 
traditional sector, which is extremely backward technically 
and inefficient, in ensuring employment is very high. In- 
deed, if the capital coefficient in the traditional sector, 
which according to our calculations contributes on the aver- 
age about 1/3 of the GDP in Asian and African coun- 
tries, equalled 1, then the capital intensity in the modern 
sector would amount to at least 4-6 units, with the aver- 
age of 3-4.5 units for the entire economy. Besides, since 
less capital is required per unit of production in the tra- 
ditional sector, the coefficient of marginal capital intensity 
in the modern sector would in reality be higher than cal- 
culated. That is of course a bit too much, if one considers 
that the outlying countries lag behind the main capitalist 
countries in the capital intensity of labour in their modern 
sector. Consequently, such a high capital coefficient in the 
developing countries is not only the result of the acceler- 
ated accumulation of fixed capital as the industrial revolu- 
tion progresses, but also the result of its insufficiently ef- 


he Calculated from: World Economic Survey, 1969-1970, Doc. E/Ac, 
20. 
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fective use. There are even more grounds for speaking of 
the inefficient use of capital resources when the marginal 
capital intensity exceeds 6.5 units. Because if the figures 
for the traditional sector are the same, then the capital co- 
efficient in the modern sector must already be at least 8.5 
units, which even in a developed capitalist country would 
signify serious break-downs in the process of reproduction. 

Apparently, in some countries the excessive growth of 
the marginal capital intensity over a short period of time 
could have been caused by massive investments in major 
economic projects with long periods of repayment. In some 
places it probably could have been the outcome of serious 
political upheavals that led to a sharp slow-down in the 
pace of economic growth. But in most cases it was un- 
doubtedly simply because capital resources had not been 
put to the best use. This conclusion is confirmed by the 
substantial underloading of production capacities, especial- 
ly in industry, and the extremely acute problem of em- 
ployment. These drawbacks became particularly evident 
when countries went in too greatly for industrialisation 
that would reduce imports and partially forgot the needs 
of agriculture. And then when in the mid-70s the energy 
crisis hit the capitalist world and production fell sharply, 
these shortcomings were exacerbated still further. 

The question arises what should be done in the given 
circumstances: increase capital investment further or seek 
to enhance their effectivity? The answer cannot be simple. 
It is essential to take objective factors into account, which 
call for pushing ahead with the formation of fixed capital. 
But pushing ahead without taking account of the econom- 
ic effect would also be wrong, and in some countries prob- 
ably even impossible. Probably in the present circum- 
stances the developing countries are in no position to achieve 
the desired optimal use of their productive funds. But 
this should not tempt them to forget the need for giving 
this matter primary attention. Since their capital resources 
are limited, the developing countries need this kind of ap- 
proach more, not less, than the developed ones. 

The view is expressed in socio-economic literature (not 
always openly, sometimes in a veiled form) that the coun- 
tries of Asia, Africa and Latin America should first re- 
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solve the problem of building up productive assets and eli- 
minate acute commodity shortages and only after that get 
down to improving the parameters of economic growth. 
That view does not stand the test of realities. [n practice 
such a policy only tends to entrench the action of factors 
that hinder the overcoming of the terrible backwardness 
of these countries in the field of organisation and manage- 
ment of the economy. The logic of development, backed up 
by historical experience, teaches us that high rates of eco- 
nomic growth can be maintained only in close conjunction 
with the growth of efficiency of social production, and its 
efficiency cannot be enhanced without strengthening the 
material and technical basis of the economy. li the quali- 
tative aspect is ignored for any length of time, this inevi- 
lably leads to the emergence of little effective economic 
structures, which are expensive for society to maintain and 
which are extremely ditlicult to improve subsequently, as 
the social layers connected with such structures gain 
strength and seek to preserve their status quo. In general, 
the emergence of productions comparatively modern in the 
technical sense, without adequate use of their economic 
potential, can only lead to a waste of society’s productive 
resources, aggravate the problem of employment and put 
off the time when the country can go over to independent 
balanced economic development—to what is called a seli- 
sustaining economy. 

The low effect of investments in many of the developing 
countries increases the overall capital coefficient of pro- 
duction and spurs on increased requirements in additional 
capital. Consequently, the ineffective use of existing capa- 
cities in itself breeds a shortage of funds. It therefore fol- 
lows that if the yields on assets are increased, it would 
substantially ease the fund shortage, if not eliminate it 
altogether. To this it should be added that accumulating 
fixed capital for future needs is not reasonable economic- 
ally, because of the rapid moral depreciation and immobi- 
lisation of resources in short supply. 

There can be no question that the norm of accumulation 
in each country depends not only on the capacity and gen- 
eral state of its production potential, but also on the devel- 
opment strategy it has chosen. At the same time there ex- 


9—-01767 
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ists a certain relationship between the level of savings 
(and accumulation) and the opportunities to use efficient- 
ly the growing production assets. This relationship is the 
outcome of the global interdependence between production 
and consumption. Any correctives to this relationship can 
only cause shifts in the system of world economic ties. 
And this not only as far as the degree of participation in 
international division of labour is concerned, but also in 
the qualitative composition of this process. 

So the crux of the problem is not so much to speed up 
the process of accumulation, as to make more effective use 
of existing assets. Of course, if the possibilities for further 
economic growth are hindered by a shortage of accumula- 
tion funds, then increasing the norm of accumulation as- 
sumes primary significance. But that in no way lessens the 
importance of increasing the effectiveness of accumulation, 
since in the age of the scientific and technological revolu- 
tion this has a decisive significance for increasing the 
pace of economic growth. The need to give priority to rais- 
ing the economic yields on investments in the national 
economy in the developing countries coupled with the short- 
age of capital resources stems from the quick expansion 
of inter-economic ties. The low effect of fixed assets used 
in some sectors inevitably has a depressing effect on those 
closely connected with them, and that, in turn, on other 
adjacent types of production, and so on all along the line. 

The mounting interconnection and interdependence of 
the various spheres of economic activity in the developing 
countries tends to increase the significance of socio-econo- 
mic reforms. These are essential for drawing into the eco- 
nomic life additional resources of economic growth and for 
increasing on this basis the overall development potential. 
That is why the leading role belongs to them in the trans- 
formation of archaic forms and types of local production. 
In many respects the implementation of reforms requires 
the creation of additional demand for capital resources and 
the ability to meet these demands. Without major structur- 
al reforms it is impossible to produce the necessary con- 
ditions for maintaining a certain balance between produc- 
tion and demand when the production basis of the econ- 
omy is being fairly rapidly restructured. 
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At the same time the existing production machinery is 
in many respects geared to the consumption of the pros- 
perous sections of local sociely. So there has to be a many- 
faceted approach to the problem of reforms. An unco-or- 
dinated sharp turnabout in any one sphere will inevitably 
result in disproportions and losses. For instance, if incomes 
and demands are redistributed arbitrarily, without cor- 
responding changes in the structure of production, there is 
bound to be a further increase in underuse of capacities 
and loss of jobs. It would also cause or aggravate short- 
ages of goods, prod inflation and lead to a general slowing- 
down of socio-economic development. Economic troubles, 
in turn, reduce the effect of the reforms and produce an 
atmosphere in which unfavourable criticism flourishes, mak- 
ing it easier for the reactionary forces to strengthen their 
positions and thereby jeopardise the very implementation 
of the reforms. 

It is significant that the greatest economic success is 
achieved in those developing countries where increases in 
the norm of accumulation are combined with improvement 
in their effectiveness. This is confirmed by an analysis of 
the relationship between the rate of increase in the GDP, 
changes in the norm of accumulation and the marginal 
capital intensity in 56 developing countries (see Table 17). 

Although the existence of a dependence between the 
norm of accumulation and the pace of economic growth is 
indisputable, Table 17 reveals that the changes do not al- 
ways coincide in the general direction. This difference is 
particularly evident when the countries are grouped by the 
pace of their economic growth. In other words, the growth 
of accumulation may in itself be an essential condition for 
accelerated economic advancement, but it is not a suffi- 
cient condition. The dynamics of economic growth are of- 
len connected more with effectiveness of new investments, 
rather than with the share of the GDP used for this pur- 
pose. That can be seen from the changes in marginal re- 
turn on capital. + 


' Marginal return on capital serves as another expression of the 
marginal capital intensity. It is derived by dividing the annual in- 
crease in the GDP by the increase in fixed assets, and in the ab- 
sence of the necessary statistics—by the sum total of the annual 
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Table 17 


Average Annual Growth Rates of GDP 
and Accumulation Indicators in 56 Developing Countries 
1960-1970 (% %) 








Accumulation indicators 


Break-down of Number GDP 


0 ies by th 
GDE growth fae of coun- growth Aaa Marginal | jNorm of 
%% tries rate invest- capital | domestic 


ment intensity | saving 





Total 56 5.9 17.2 3.7 17.4 
I. 6.5 and more 14 9.4 20.4 2.3 

Il. 5-6.4 14 5.9 15.7 2.6 

I]. 4-4.9 13 4.4 17.4 3.8 

IV. 3-3.9 41 3.6 17.2 4.8 

V. 2.9 or less; 4 1.9 12.7 8.8 


Note: All figures are unweighted average, They are based on; UNCTAD 
calculations, with the exception of the figures for Israel, which does not 
belong to the group of developing countries, and Nigeria and Chad, which 
have heen dropped in order to achieve full comparability. 

Calculated from: The Mobilization of Resources for Development, 1960- 
1970, Doc. TD/B/C. 3/95, October 4, 1971. 


Some economists maintain that the marginal capital in- 
tensity does not constitute an adequate basis for studying 
the comparative effectiveness of accumulation in different 
countries. Indeed, equal marginal coefficients of capital in- 
tensity can be obtained from a variety of combinations ol 
norms of accumulation and growth rate of the GDP as, 
for example, 6 and 2%, 12 and 4%, 24 and 8%, etc. Quite 
obviously, the conditions of accumulation in each case are 
entirely different. A doubling of the norm of accumulation 
by no means signifies a doubling in the pace of economic 
growth. And it is not only because the new capital is not 
used effectively. Much depends also on the sectorial and 
technological structure of investments. Predominant in- 


capital investments or the rate of growth of the GDP by the norm 
of accumulation. While the marginal capital intensity shows the 
amount of capital, which it is necessary to expend to obtain one 
unit of the end product, the marginal return on capital shows the 
amount of end product obtained from each unit of capital ex- 
penditure. Consequently, both these indicators can be used to 
determine the economic effect of investments. 
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vestment in the infrastructure and passive elements of fixed 
capital usually pushes up the current capital coefficient 
of economic growth, and, conversely, it tends to drop with 
investments made in the development of production, espe- 
cially production of consumer goods, or in the modernisa- 
tion or expansion of the existing equipment. The size of 
marginal return on capital is also closely linked with the 
aims of earlier investments, which account for the greater 
part of the operating fixed capital. 

That is all very true. Nevertheless when speaking of the 
economy as a whole, the differences in marginal return on 
capital help to paint a picture of the differences in the ef- 
fectiveness of investments made by individual countries 
over a certain period of time. And the latter also affects 
the pace of economic growth: as the marginal capital in- 
tensity decreases, the pace is accelerated, and, conversely, 
as it increases, the pace of growth slows down. The diffe- 
rences in marginal return on capital are, apparently, part- 
ly due to the sectorial distribution of new investments and 
to differences in the length of time needed for the payback 
of earlier investments. But it is also indisputable that the 
differences are connected with effective use of the existing 
accumulation fund. That is confirmed by the shifts in the 
nature of economic growth in the same 56 developing coun- 
tries in 1960-1965 and 1965-1970 (see Table 18). 

The norm of accumulation during this period increased 
in 39 countries, but the GDP growth rate only in 28. In 
21 of the 28 the acceleration of economic growth was con- 
nected, in one measure or another, with a drop in the mar- 
ginal capital intensity. In 10 countries with a higher in- 
vestment effect, its growth was greater than the increase 
in the norm of accumulation. In another 6 countries a drop 
in the marginal capital coefficient (which is equivalent to 
a drop in capital expenditure on a unit of produce) oc- 
curred parallel with a drop in the norm of accumulation and, 
consequently, it could be regarded as the sole factor that 
ensured accelerated pace of their economic development. 
In one other country, the pace of economic growth in- 
creased, while marginal yield on capital remained the same, 
and only in 6 countries it increased even though the effec- 
tiveness of new investments decreased. Only 2 countries 
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Table 18 
Relationship of Changes in Growth Rate 
and Factors of the Economy in 56 Developing 
Countries from 1960-1965 to 1965-1970 
: Bee 
MSTCIER seumalaticn uted GDP growth rate 
17 + + = 
14 +- — -|- 
6 +. + + 
{ -+ = + 
1 te = = 
1 = — + 
1 = zs 2 
8 — +- 
6 — + 
1 _ = a 


Note: The sign “-+” signifies the growth of the indicator, the sign *“—"— 
its decrease, and *“="—that it remained unchanged. 
Compiled on the basis of the same source as Table 17. 


(Lebanon and Peru) reduced both their pace of economic 
growth and the marginal capital coefficient, and that was 
actually the result of special circumstances. Meanwhile in 
17 countries the stimulating effect of an increased norm 
of accumulation on an increase in the pace of growth was 
blocked by the growth of this coefficient. All this taken 
together points strongly to the need to pay primary atten- 
tion to increasing the marginal return on capital. 

This, however, does not mean that all countries have 
satisfactorily solved the problem of the norm of accumula- 
tion. In many of them it is still too low, even by local 
standards. It is significant that at the end of the 60s about 
10% of the developing countries allocated less than 5% 
of their GDP to accumulation (see Table 16). And the 
majority of countries maintained a more or less satisfac- 
tory level of accumulation only by attracting large invest- 
ments from abroad. 

Nevertheless, the calls that are sometimes made to sac- 
rifice current consumption on the altar of accumulation ! 

' Thus, Mahbub ul Tag in writing about the need to increase 


the pace of economic growth noted that, given the absence of con- 
siderable outside help, the developing countries had no alternative 
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can hardly have sufficient grounds. They can be under- 
standable and justifiable only if referred to the consump- 
tion of the exploiter classes and the bureaucratic circles of 
local society, or if the implication is that the growth of 
consumption should not be any higher than the growth of 
production. But to reduce the already extremely low level 
of consumption of the broad masses or to stop the raising 
of this level for some time would run counter to the in- 
terests of the economic and social progress of the developing 
countries. First, it would prevent the elimination of the 
great disparities in the socio-economic development of these 
countries. Secondly, it could cause or deepen the dis- 
proportion between the expansion of the production poten- 
tial and markets. Thirdly, a forced pace of increasing fixed 
capital would delay the growth of individual consumption 
and reduce the opportunities to improve the physical 
health of the population, a large part of which suffers from 
hunger and malnutrition, and to develop working skills 
among the people the absence and shortage of which sharp- 
ly reduce the effectiveness of accumulation itself. 

Finally, the working people’s consumption is in itself 
a certain form of accumulation. As the Soviet economist 
N. P. Shmelev put it, “raising the productivity of social 
labour depends very greatly not only on the technical equip- 
ment of production, but also on the nutrition of the work- 
ers, their living conditions, and the level of their educa- 
tion. The social prosperity of the workers affects first and 
foremost the quality and efficiency of their labour. In the 
conditions of modern technical progress skilled and higher 
quality work can often be equated to new investments in 
the production funds”.! Moreover, the abolition of poverty 
creates certain prerequisites for the present non-propertied 
sections of the population acquiring money that could be 
channelled into accumulation. What is more, as labour pro- 
ductivity increases and the share of the necessary product 


but to increase the norm of accumulation through cutting current 
consumption (Mahbub ul Hag, The Strategy of Economic Planning. 
A Case Study of Pakistan, Pakistan Branch, Oxford University 
Press, Karachi, 1963, p. 17). 

1 N. P. Shmelev, Problems of Economic Growth in the Develop- 
ing Countries, Nauka Publishers, Moscow, 1970, p. 138 (in Russian). 
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drops accordingly, which incidentally can also take place 
when the general level of individual consumption rises, the 
pace of accumulation can be speeded up with the value of 
additional capital remaining the same or even diminish- 
ing. 

Quite obviously, the increase in per capita consumption 
must be slower than the increase in the per capita gross 
product. But acknowledgement of this fact does not by any 
means deny the fact that the average level of consumption 
should be raised. As the eminent Indian economist S. Pa- 
tel! justly pointed out, accumulation can be regarded as 
subtracting from revenue only when it is taken statically. 
Dynamically, it is a source of revenue. In other words, in 
order to consume more, it is necessary to save, and the 
growth of savings is hindered hy restricted consumption. 
Only the parallel growth of both consumption and accu- 
mulation can produce a reliable basis for stable and suf- 
ficiently intensive economic advancement. And if the norm 
of accumulation does not yet correspond to the real require- 
ments and potential of the economy, it can be pushed 
up not through cutting hack absolute consumption, but by 
diverting to the needs of accumulation a greater share of 
the national income, i.e. through the growth of an addition- 
al norm of accumulation with a certain increase in the 
general level of consumption. 

But even if all these conditions are met, the process of 
accumulation in the developing countries is not insured 
against serious difficulties, many of which are connected, 
in one measure or another, with the very limited absolute 
volume of demand for fixed capital. 

In view of the comparatively low norm of accumulation, 
low per capita income and small population the capital in- 
vestment fund in most developing countries is very limit- 
ed by modern standards. Thus, 34 out of 74 countries of 
Asia, Africa and Latin America usually invested in the 
mid-60s less than $100,000,000 each in their economy, 
17 countries invested from $100,000,000 to $200,000,000 
and only 7 countries more than $1 billion. 





' Surendra J. Patel, Essays on Economic Transition, Asia 
Publishing House, London, 1965, pp. 84-98. 
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Since in 1960, the developing countries had a total GDP 
about 450% greater than today’s developed capitalist coun- 
tries had in the middle of the last century while their per 
capita income was 23.1% less,! it could be supposed that 
the entire accumulation fund of the developing countries 
at the beginning of the 60s exceeded the annual volume of 
capital investments of the capitalist countries at the dawn 
of the industrial revolution not more than 400-500%. But 
since the developing countries are almost 5 times the num- 
ber of developed capitalist countries, it follows that the ac- 
cumulation fund of one developing country in the early 
60s corresponded to that of one capitalist country in the 
middle of the last century. The aggregate accumulation 
fund of the developing countries increased approximately 
threefold? in the 15 years since 1960. That is, the invest- 
ment potential of each country on average increased three- 
fold. But this increase stands no comparison with the in- 
crease in size and cost of equipment over the preceding 
{00 years. According to the estimates of a French econom- 
ist, the cost of one job at a new plant during the period 
of industrialisation of England and France equalled on 
average a worker’s six-month pay. And at that time even 
plants making means of production had a labour force that 
averaged only about 20 workers. Today a_ similar plant 
would employ about 5 times as many workers, and one job 
would cost 85 times as much. This means that the size of 
the initial capital necessary to set up such a plant is now 
425 times greater than in the middle of the 19th century. 
As for steel works, the initial investments required to set 
them up today are 2,000 times greater than during the 
days of the industrialisation of Britain and France. 3 

These calculations are, of course, very approximate. Never- 
theless they are valuable. Even in the biggest develop- 
ing countries, where the accumulation fund is much higher 
than the average, it is still more than modest compared 
with the capital needed to build modern plants, especially 


' Calculated from: Surendra J. Patel, op. cit., p. 188. 

2 Calculated from: Statistical Yearbook, 1976, United Nations, 
New York, 1977, p. 47. 

8. N. P. Shmelev, op. cit., p. 50. 
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those producing means of production. Indeed, the cost of 
a synthetic fibre factory with an annual output of 20,000 
tons averages about $100 million. Something between 5 
and 25 million dollars or more are needed to build a petro- 
chemical factory. The cost of a full-cycle steel plant of 
minimum capacity will run into $100 million, and with a 
capacity of 1 million tons of steel a year it amounts to 
$300 million.! 

The insignificance of absolute figures of accumulation in 
the developing countries compared with the cost of most 
modern factories is revealed most starkly on the back- 
ground of the rapid expansion of requirements for work 
tools and implements, due to changes in the structure of 
local consumption. This makes it increasingly difficult for 
the developing countries to put to use the achievements of 
modern scientific and technological progress. Hardest of all 
to surmount is the investment barrier, because individual 
savings are comparatively small. That is what makes it an 
objective necessity for the state to participate actively in in- 
dustrial construction, since the state can, leaning on the 
mechanism of the financial and credit system, mobilise the 
surplus product in required quantities and invest it in 
proportions that are out of reach of private capital. 


2. The Relationship Between Fixed 
and Current Capital 


The market of production commodities in the liberated 
countries usually lags behind in its development from the 
overall increase in fixed and current capital. Because of 
the nature of local socio-economic structures, with their 
preserved subsistence and semi-subsistence economies, the 
productive consumption fund is, as a rule, only partially 
realised through market channels. Since quite a big part 
of local consumer demand is in effect satisfied by the in- 


! Problems of Industrialisation of Developing Countries, Moscow, 
1971, p. 309 (in Russian); Industrialization and Productivity, Bulle- 
tin No. 13, United Nations, New York, 1969, p. 86. 
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comes created in the subsistence economy, the work tools 
and implements of which are reproduced mostly in these 
economies, the level of productive consumption in these 
countries is often lower than that of non-productive con- 
sumption. 

This is to be seen most clearly in agriculture, which 
usually plays a predominant part in the economy and where 
human labour plays the most important role. In India, for 
instance, in the late 50s-early 60s about one-half of the 
personal consumption of agricultural producers was met 
from the market. Yet at the same time only 15-16% of 
current production expenditure, taking purchases outside 
the agrarian sector as a basis (commodity exchanges with- 
in the sector itself are comparatively small), was ensured 
by the market. ! 

That, however, is not the crux of the matter. After all, 
direct labour predominates over indirect labour in practi- 
cally all types of small-scale production. What is impor- 
tant is that in small-scale agricultural production, the re- 
turns on basic funds and any increase in them are achieved 
either through additional expenditure of live labour 
(the construction, maintenance and repairs of local irriga- 
tion systems—wells, canals and so on) or through direct 
product exchanges within the framework of the village 
community (production of primitive farm tools and imple- 
ments). As for small-scale industry in the towns, the ne- 
cessary tools and equipment are as a rule made by the 
owners of the small businesses, many of whom are skil- 
Jed mechanics, electricians, etc. 

As a result of such processes, in India, for instance, 
about 50% of the individual accumulations, or almost 
33% of the national, were materialised as physical assets, 
i.e. they were produced in their natural form.? This me- 
thod of increasing fixed assets is somewhat less important 
in Pakistan, although it does play a noticeable role there. 
According to existing estimates, between 1949/50 and 
1964/1965 from 0.9 to 1.5% of the GDP was capitalised on 


1 V. G. Rastyannikov, op. cit., pp. 19, 62. 


2 Suresh D. Tendulkar, “Planning for Growth. Redistribution and 
Self-Reliance in the Fifth Five-Year Plan” I, Economic and Po- 
litical Weekly, January 12, 1974, p. 34. 
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this basis in Pakistan (10-31% of the gross capital forma- 
tion). Although investments during that period which did 
not assume a commodity-monetary form decreased by 
67%, their share in the GDP rose by 33%.! 

Small-scale production in the developing countries is 
not, of course, totally dependent on itself for its fixed as- 
sets. Part of its needs in tools and other elements of fixed 
capital are met through the market. That explains the ex- 
treme heterogeneity of the local market of productive goods. 
Side by side with modern machines and equipment, there 
are primitive tools catering to the needs of the small back- 
ward producer. 

Understandably, this type of production is found most 
frequently in the agricultural sector. So it is not surpris- 
ing that in rural areas, accumulation starts at a much low- 
er level of incomes than in the towns. In India at the 
beginning of the 60s, the rural population began saving 
already from an income of 1,200 rupees, while in the 
towns only when the income reached 3,000 rupees. Almost 
1/3 of all savings in rural areas fell to the share of the 
population with incomes between 1,200 and 3,000 rupees 
a year.” Much the same applies to other developing coun- 
tries. In Pakistan there are cases when the norm of ac- 
cumulation in the private sector in rural areas was greater 
than in the private sector in the towns, although incomes 
were lower. ? 

One explanation for such a state of affairs is that the 
requirements of the rural population are less than those of 
the urban population, and also that life in the villages is 
cheaper. This means that, given equal incomes, the sub 
sistence level is higher. However, the savings in rural 
areas are also very much the result of abstinence. The 
small-scale producers often have to sacrifice part of their 
already meagre benefits for the sake of preserving their 
main source of existence. 

1 Gustav F. Papanek, Pakistan’s Development. Social Goals and 
Private Incentives, Harvard University Press, Cambridge, Mas- 
sachusetts, 1967, p. 9. 

2 Calculated from: Urban Income and Saving, Naliona] Council 
of Applied Economic Research, New Delhi, 1962, pp. 45, 78; Al 
India Rural Household Survey, New Delhi, 1966, pp. 36-37, 112. 

3 Economic Survey of Asia and the Far East, 1971, pp. 68-69, 








STRUCTURAL CHARACTERISTICS OF MARKET 444 


This type of savings plays a very contradictory role in 
the economy of the young states. On the one hand, they 
do push up the aggregate norm of capital formation and 
make for fuller use of existing labour resources. That is 
their positive aspect. But at the same time savings at the 
cost of abstinence, like the forcible expropriation of need- 
ed products from small producers, tends to preserve the 
archaic and least productive forms of production. Their 
existence creates favourable conditions for preserving also 
the harshest and most barbaric methods of exploitation, 
which hinder and complicate socio-economic progress in 
the developing countries, That last factor has to be borne 
in mind in order to make a correct assessment of the pol- 
icy of protecting and supporting the small-scale producer 
lo which the state has to resort time and again. 

The situation is somewhat different on the market of in- 
termediary goods—raw materials, semi-finished and auxi- 
liary products, component parts and other material ele- 
ments of circulating capital. Here, too, there is a wide gap 
between the needs of the large-scale and small-scale pro- 
ducer. But unlike the fixed asset market, the demand for 
labour tools is less varied for different scales and types 
of production. For one thing, the initial materials used in 
large-scale and small-scale production can be identical. For 
another thing, the intermediary product is the link through 
which backward small-scale production is modernised, 
both organisationally and technically. 

The industrialisation that has begun in most develop- 
ing countries is having a complex and contradictory effect 
on the state and dynamics of the small-scale production. ' 


'V. Y. Belokrenitsky, Small-Scale Production in the Economy of 
Pakistan, Nauka Publishers, Moscow, 41972; A. P. Kollontayev, 
Disintegration of the Rural Craft and Emergence of New Smali- 
Scale Productions in India, Nauka Publishers, Moscow, 1968; 
S. A. Kuzmin, Developing Countries: Employment and Investments; 
Urban Small-Scale Production in Asia and Africa, Nauka Publishers, 
Moscow, 1974; G. K. Shirokov, Jndustrialisation of India, Chapter VI 
(all in Russian); Small-Scale Industry in Latin America, United 
Nations, New York, 1969; Small-Scale Industries in Arab Countries 
of the Middle East, United Nations, New York, 1970; Small Indusiry 
Bulletin for Asia and the Far East, United Nations, New York, 
No. 7, 1970. 
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Large-scale industry (according to local standards) destroys 
and suppresses some of its types, while at the same lime 
creating a demand for the output of many others. lor 
their part the new small-scale productions are often con- 
sumers of the output of large-scale industry. There are at 
least two more factors, apart from the expansion of the 
sphere of domination of industrial capital, that stimulate 
this process. 

In some cases it is the mounting fragmentation of de- 
mand at a time of strict import restrictions that pave the 
way to the mushrooming of small-scale productions. Tak- 
ing advantage of the favourable market, picking up avail- 
able equipment and materials, they can organise production 
quickly, where it would take years to establish large-scale 
serial output. Although the output of the small-scale pro- 
ducers is usually of a rather low quality while the cost of 
production is high, they are still able to establish themselves 
firmly on local markets thanks to the harsh exploitation of 
hired labour and the absence of taxes. In the small coun- 
tries, where the market is very narrow, this type of 
production seems to be practically the only way out. What- 
ever the case, once set up these enterprises become con- 
sumers of modern intermediary produce. The farmers, too, 
join this band of consumers, as they go over to the use of 
high-quality seeds, which require the application of fertiliser, 
pesticides, herbicides and other manulactured commodities. 

In other cases many of the small-scale enterprises, spur- 
red on by competition from large-scale production of simi- 
lar work tools, begin to use the factory-produced goods to 
cut overhead costs and improve the quality of their out- 
put. It is on this basis largely that the gradual moderni- 
sation of small-scale production begins. 

All this stimulates a higher demand for the material 
components of current capital. The situation that developed 
by the beginning of the 60s on the market of means of 
production in Latin American countries illustrates this 
point (see Table 19). 

It follows from Table 19 that the demand for interme- 
diary product in the Latin American industry greatly ex- 
ceeded (in terms of cost) the demand for machines and 
equipment. Taking the 16 countries of the continent as a 
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Table 19 


Consumption of Means of Production 
in the Latin American Industry in the 60s 


(million dollars) 


Material Machines 
Group of countries pel and Equip- Total 
capital ment 
J 14,118 4,803 18,924 
at 2,661 998 3,659 
ne 597 404 4,004 
IV 731 650 1,384 
TOTAL 18,107 6,855 | 24,962 








Note: Group | — Argentina, Brazil, Mexico; II ~ Colombia, Peru, Uru, 
guay, Chile; III — Guatemala, Honduras, Dominican Republic, Costa Rica- 
Nicaragua, Panama, Et Salvador ,Ecuador: 1V — Venezuela. 

repre from: The Process of Industrial Development in Latin America, 
pp. , ~200 


whole, various semi-manufactured goods and auxiliary ma- 
terials accounted for 72.5% of local industry’s aggregate 
demand for means of production. The contrast between the 
size of the market for fixed and current capital is most 
striking in the countries having the more diversified in- 
dustrial structure. In Brazil, Mexico and Argentina, for 
instance, intermediary products accounted for almost 75% 
of the means of production consumed by industry. In 
Guatemala, Honduras, the Dominican Republic, Costa Ri- 
ca, Nicaragua, Panama, El Salvador and Ecuador this 
figure was 60% and in Venezuela only 53%. 

These differences in the structure of the market of 
means of production in individual Latin American countries 
are to a certain extent the outcome of the current state of 
social division of labour. The specialisation and co-opera- 
tion in industrial production, which are part of the overall 
contemporary technical progress, take place largely within 
one sector of the economy and therefore affect most of all 
the intermediary product. But when the national market 
does not have a big capacity, changes in the structure of 
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internal demand caused by the adoption of innovations in 
equipment and technology often come into conflict with 
the need and feasibility of establishing the production of 
industrial goods. 

Once again the biggest difficulties arise when it comes 
to developing the production of means of production. This 
is due not so much to the comparative high capital inten- 
sity and complexity of the technological processes them- 
selves, as the small size of the domestic market. The profit- 
able output of means of production requires a much bigger 
market than the output of consumer goods. it has been es- 
timated, for instance, that to satisfy an end product mar- 
ket valued at about $4 billion, all that is needed is one 
steel plant with an annual output of about 400,000 tons of 
steel, and at least several big textile mills, the equipment 
for which could be produced by one comparatively small 
factory.’ Since the market in the developing countries is 
still rather small and solvent demand is considerably dis- 
persed, it can create conditions only for the operation of a 
fairly restricted range of enterprises turning out means of 
production. And these enterprises are as a rule unable to 
make use of the advantages of large-scale production. 

Take the metallurgical industry, which supplies chiefly 
the heavy industry. At the beginning of the 60s, out of 
6 Central African countries? only Zaire had reached a 
steel consumption (60,000 tons) that could keep a small- 
capacity steel mill fully employed. 

The average annual consumption of steel in 1959-1961 
in all the Central African countries taken together amount- 
ed to only 110,000 tons. It has also been estimated that 
had the demand for steel in Latin American countries in 
1966-1975 been met from a single integrated market, which 
would have allowed the operation of plants of optimal ca- 
pacity, the investments in the metallurgical industry could 
have been reduced by $3,700 million and more than $400 
million would have been saved in production costs. 

The example of other modern industries provides suffi- 


! Peoples of Asia and Africa, No. 4, 1972, pp. 47-48. 

2 According to ECA classification the following six countries be- 
long to the Central African areas: Gabon, Zaire, Cameroon, the 
Congo, the Central African Republic and Chad. 
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ciently convincing evidence of the restrictions that the nar- 
rowness of the domestic markets imposes on the opportu- 
nities for industrial construction in the developing coun- 
tries and on the comparatively low efficiency of such con- 
struction. In the oil-refining industry, for example, a cap- 
acity of 4-5 million tons, or according to some estimates 
even 25 million tons, is regarded as optimal for initial re- 
fining. Yet most of the refineries in the developing coun- 
tries have capacities much less than the first figure, let 
alone the second. Capital investment in the pulp-and-pa- 
per industry of Latin America is almost double what 
would have been necessary if production were geared to the 
needs of the entire continent, and production costs 80% 
higher,‘ etc. Again the reason lies in small-scale produc- 
tion imposed by the narrowness of the national markets. 

The low level of development and the specific structure 
of the domestic markets in the young states (the most im- 
portant being the high dispersion of a limited demand) 
makes the process of accumulation of real capital heavily 
dependent on their foreign economic ties. The figures in 
Table 20 give an idea of the degree of this dependence 
and its trends. 

The data in Table 20 should not be overestimated. The 
significance that imports have in providing the material 
elements of the fixed capital which young countries accu- 
mulate, as well as the changes taking place in this field, 
depend by far not only on the level of development attained 
and the economic structure in each of the countries. 
The value and dynamics of this indicator are likewise af- 
fected very considerably by the volume, rate and composi- 
tion of new capital investments, the state of the country’s 
balance of payments, and also the scale and nature of other 
import needs. 

The different combinations of all these factors have 
brought together in one group with the lowest import com- 
ponent of accumulation (less than 15% in 1966-1968) 
such countries as Argentina, Brazil and Egypt—all with 
comparatively advanced production of means of produc- 


1 Trade Expansion and Economic Integration Among Developing 
Countries, Doc. TD/B/85, August 26, 1966, p. 9. 
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Table 20 


Share of Imports of Means of Production 
in the Gross Accumulation of Fixed Capital (%%) 











Group of countries * 1960-1962 1966-1968 | 1973-1975** 
I 20.8 24.7 34.5 
i 25.9 30.1 33.8 
ll 29.3 30.2 42.6 
iV 26 27.9 33.7 
Average for 54 countries 26.8 28.3 35.6 


* Countries are grouped according to average per capita income for 
1975. Group I includes 12countries with an income greater than US $, 1,000, 
group JI includes 12 countries with an income between US $ 551 
and 1,000, I1J—14 countries, US $ 251 to 500, and IV~—13 countries, less 
than US $ 250. All figures are unweighted average. 

** In the case of one country calculations are based on figures for 1970- 
1972, 3 countries—for 1971-1973, 13 countries—for 1972-1974, 5 coun- 
tries—for 1974-1976, and one country—for 1975-1977. 


Calculated from: Statistical Yearbook for Asia and the Pacific, 1977, Uni- 
ted Nations, New York, 1977; Statistical Yearbook for Latin America, 1976, 
United Nations, New York, 1977; Statistical and Economic Information Bul- 
letin for Africa, M 10, pp. 148-57, 234, 


tion, and countries like Niger, Syria and the Sudan, which 
for understandable reasons have less opportunity to put 
capital to a productive use inside their own countries. 
The accelerated restructuring of the backward economy, 
the diversification of the industrial structure which accom- 
panies it and the disproportions that go hand in hand with 
industrialisation often require a further stepping up of the 
import of capital resources. Thus, in the period between 
the beginning of the 60s and the mid-70s, the dependence 
of the investment process on the import of means of pro- 
duction for the 51 countries increased on the average by 
about one-third. The correlation between the dynamics of 
imports of means of production and the intensity of capi- 
tal formation is no less significant. Thus, in 2 out of every 
3 countries where the norm of accumulation grew in the 
60s, this process went hand-in-hand with an increase in 
the share of imports in ensuring the necessary capital re- 
sources. That means the growth of the norm of accumu- 
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lation was partly due to the growth of imports. In coun- 
tries where the norm of accumulation decreased, so did the 
share of imports, which reduced the countries’ opportuni- 
ties for investment. In a number of countries, such as Ar- 
gentina, India, Uruguay and Sri Lanka, the drop in the 
import component in investments was not the result of 
greater self-reliance in means of production, but of an 
acute shortage of foreign currency, aggravated by the need 
to import considerable quantities of food and other basic 
commodities (including material elements of current capi- 
tal). 

Consequently, the data in Table 20 on the role of im- 
ports in capital accumulation fail to provide a picture of 
the differences in the level and structure of the economy 
in the individual countries and areas. Nevertheless, they 
give an idea of the size of these indicators and the gene- 
ral trends of development, which is sufficient to form a 
clear picture of some of the specific features of the process 
of accumulation in the liberated countries. It should, how- 
ever, be borne in mind that the actual degree of depend- 
ence of this process on the inflow of capital resources from 
abroad is much greater than revealed by the table, since 
actually their import should be seen as a share of only the 
active part of fixed capital, not of its gross increase. Ac- 
cording to some estimates, machines and equipment ac- 
count on average for 40-45% of the gross accumulation 
fund in the developing countries.! Local output, therefore, 
still supplies less than half the needed tools of labour. 

Another thing is also important. Since the economy of 
the developing countries is constantly changing, which 
means the diversification of lop-sided economic structures 
inherited from the past, the import component of accumu- 
lation of real capital very often tends to grow even when 
the production of means of production is being accelerat- 
ed. Moreover, the experience of many countries shows 
that when they master new types of industrial production 
quickly and their economic structure becomes more com- 
plex, this usually increases the need to import material 


| Survey of Economic Conditions in Africa, 1960-1964; Survey 
of Economic Conditions in Africa, 1967; Economic Survey of Latin 
America, 1970. 
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elements of both fixed and current capital: raw materials, 
semi-processed goods, components, parts and so on. These 
items should be regarded as basic necessities of produc- 
tion. According to surveys sponsored by the UN at the be- 
ginning of the 70s, in 8 out of 28 developing countries raw 
materials, fuel and other intermediary produce accounted 
for more than 60% of all imports, in 12 countries—they 
accounted for between 50 and 60%, and in the remaining 
8 for from 40 to 50%. ! 

The reason for this lies both in the uneven development 
of branches of the economy, which produces numerous dis- 
proportions, and in the fact that most developing countries 
are unable to set up simultaneously all the auxiliary pro- 
ductions needed by an industrial complex. So the import 
component of investments in fixed capital does not give a 
full picture of the dependence of the local market of ma- 
chines and equipment on imports, even if the expenditure 
on construction is discounted. From the point of view of 
the reproduction process as a whole, a highly important 
aspect of this dependence is the mounting need in import- 
ed raw materials, semi-processed goods and other mate- 
rials for maintaining production, and, consequently, for re- 
ceiving a return on investments. All this taken together 
points to the need for the developing countries to take a 
most active part in the international division of labour and 
to revise the system of their unequal economic relations 
with the former imperial countries. 


ba + OF 


The narrowness of the demand for modern means of 
production, which restricts the opportunities for their pro- 
ductive use, makes particularly acute the question of the 
main reserves of the accelerated economic progress of the 
developing countries—whether they are in increasing the 
norm of accumulation or in raising its effectiveness. Na- 
turally, much depends on the concrete conditions in each 
country. However, in most cases it would seem not only 
preferable but also more realistic to lay the stress on in- 
creasing the return on capital. Apart from the low per ca- 


' Journal of Development Planning, No. 8, 1975, p. 17. 
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pita output, the chances for increasing the norm of accu- 
mulation in the developing countries are limited by the 
population explosion, which requires an immediate in- 
crease in the consumption fund. At the same time, if priority 
is given to increasing the norm of accumulation, while 
preserving the present spotted nature of economic devel- 
opment, this could aggravate the social inequalities and 
produce excessive capacities. This prompts the conclusion 
that the achievement or maintenance of stable high rates 
of economic growth in the developing countries depends 
not so much on the increase of the overall volume of in- 
vestment resources, as on the implementation of profound 
socio-economic reforms. Specifically, these are measures to 
restructure the multi-formation economy, to modernise low- 
productive sectors with which the life of a very large sec- 
tion of the population, if not the greater part, is connec- 
ted, and measures to draw them into the development pro- 
cess. An important role in this belongs to the correct choice 
of the sectoral and technological structure of invest- 
ment. In a number of countries the decrease in marginal 
capital intensity has already become a factor in promoting 
the rate of their economic growth. 

So although the developing countries have not completed 
the period of extensive growth, intensive forms of dev- 
elopment already play an important part in their econo- 
mic progress and their significance will undoubtedly con- 
tinue to increase. Nor can it be ruled out that in the near- 
est future changes in the ratio of extensive and intensive 
forms of economic development in favour of the latter will 
not only produce the conditions for increasing the norms 
of accumulation, but will provide the additional impulse 
to expand the demand for raw materials, semi-processed 
goods and auxiliary goods. The need for the former colo- 
nies and dependent countries to make active use of both 
extensive and intensive methods of development stems 
from the fact that archaic and modern forms of produc- 
tion have coexisted there for a long time, and also from 
the urgent necessity in measures to provide more jobs and 
raise productivity of Jabour. 








PART THREE 


THE INNER LINKS BETWEEN PRODUCTION 
AND THE MARKET 


Bearing in mind the specific features of the national 
market in the developing countries, in this section we exam- 
ine how solvent demand, in its turn, affects the dynamics 
and structure of local production, and how the changes 
in the sphere of production influence the nature and trends 
of development of market relations. Within that frame- 
work we examine the economic proportions in the African, 
Asian and Latin American countries, the specific features 
of their agricultural and industrial development, and the 
interaction of these processes with the modern trends in 
the international division of labour. 

Such an approach, i.e. when the analyses of the com- 
ponents of demand and supply complement each other, 
helps to specify and give greater depth to some of the con- 
clusions reached in studies of the market. It is also useful 
in a wider sense. First, it offers greater opportunities for 
in-depth studies of the sphere of production. Secondly, an 
analysis of the system of two-way ties helps to formulate 
the question of the extent to which the present forms of 
economic activity meet the pressing requirements of young 
independent states. That, in turn, paves the way to for- 
mulating scientifically grounded views on the possible di- 
rection of their further socio-economic development. In or- 
der to get a better understanding of the concrete issues, it 
would seem practical to begin the analysis of the changes 
in the sphere of production by looking at the general 
changes in the economic structure of the developing coun- 
tries. 











LINKS BETWEEN PRODUCTION AND MARKET 


CHAPTER SIX 


THE PROPORTIONS OF ECONOMIC GROWTH 





This chapter examines questions relating to the dynam- 
ics of the production sphere proper of the economy. It con- 
siders only in very general terms the reaction of produc- 
tion to changes in the system of requirements, and 
the related shifts in the economic structure at macro- 
level. 

In keeping with the trends of the local solvent demand, 
on the one hand, and the requirements of the world econ- 
omy, on the other hand, it is the mining and manufactur- 
ing industries and construction that are growing rapidly 
in the developing countries. Compared with the overall dy- 
namics of the economy, trade and services are also grow- 
ing at a faster rate. Agriculture, on the contrary, is devel- 
oping slowly. This is due not only to the comparative lag 
in demand for its produce, but also largely to the weak- 
ness of its material and technical basis and the retarding 
effect of the protracted conservation of archaic production 
relations. As a result of different paces of growth in dif- 
ferent sectors of the economy, the structure of the econ- 
omy is changing. Between 1950 and 1975, the share of in- 
dustry and construction in the aggregate GDP of all de- 
veloping countries increased by 50%, with the share of the 
mining industry doubling and the manufacturing growing 
by 40%. At the same time the share of trade and services 
rose by 10%, while that of agriculture dropped 44.5%. 

It is important to note that changes are not confined to 
inter-sectorial proportions alone. There are also noticeable 
changes in the ratio between the primary (agriculture and 
mining), secondary (manufacturing industry, including 
electricity, gas and water supplies and construction) and 
tertiary (transport, communications, trade and_ services) 
sectors of the economy, and between material production 
(agriculture, industry, construction, transport and commu- 
nications) and all the other components. 

These changes in the structure of the economy are illus- 
trated in greater detail in Table 21. 
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Table 21 
Sectorial Structure of GDP in the Developing Countries 
(% of total) 


—_—_—_—_— a, 








Agri- | Miningl tact. | con- ae eae 
cul- | indus-| in- |struc-| commu. | Trade | SY" 
ture try dus- | tion | nications 
try* 
Developing 
countries as a 
whole 
1950 39.5 Sel ABB 3 e4 4.9 13.8] 20.9 
1960 32.8 5.5 | 15.1 |] 4,9 5.4 15.4] 24.4 
1970 25.7 tol PP ATS: 5A 5.6 15.8] 22.2 
1975** 22.3 7.5 | 18.8 | 5.6 6.1 16.1] 21.6 
(19.5) | (15.7) | (18.2) | (5.6) | (5.4) | (14.2) (24.4) 
1977** 18.3 | 15.8 | 18.6 | 6 5.6 14 24.7 
Latin America 
1950 23.4 4.8 | 19.8] 3.4 6.2 17 25.7 
1960 16.8 5.9 | 24 5.4 Sit 19.5] 25.6 
1970 13.8 5.9 | 23.8] 5.3 5.8 20 25.3 
1975 12.3 5.5 | 24.3 |] 5.5 6.1 20.1} 26.2 
(11.9)| (6.8)| (26.4)| (5.5) | (5.6) (49) | (24.8) 
1977 11.7 6.8 | 26.5 | 5.6 5.7 18.7] 25 
South and 
South-East Asia 
1950 54.2 1.2 | 10.5] 3 4.4 12 17 
1960 49.1 1.8 | 12 3.8 4.6 12.3| 16.4 
1970 40.9 2.8 | 15.2 | 4.8 5.3 13.6| 17.4 
1975 36.7 3 17.3 | 4.7 5.5 14.3] 18.5 
(34.5) (5.4) | (16.8) | (5.2) | (5.5) | (43.2)} (49.4) 
1977 32.6 5.7 | 18 5.5 5.8 12.8] 19.6 
Africa 
1960 41.9 6.3 8.9 | 5.3 5.5 12.8] 19.3 
1970 32.2 | 14.5 | 14.4 | 5.4 4.9 12.3] 22.6! 
1975 29.9 8.8 | 12.3 | 7.8 5.6 12.3] 23.3' 
(26.8) | (19) | (40.2) | (6.8) | (5.3) | (44.7)] (20.1) 
1977 24.4 | 20.3 | 10.4] 7.2 5.3 41.8] 20.6 


_ooee ee > 


* Including electricity, gas and water supplies. 
** Figures for 1975 in parantheses and for 1977 show the structure on 
the basis of 1975 prices. 


Calculated from: Yearbook of National Accounts Statistics, Vol. 11, Uni- 
ted Nations, New York, 1969; Vol. III, 1975; Vol. III, 1976; Vole aI, 1978. 
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The change in the relationship between industry and 
agriculture has been especially marked. In the space of a 
quarter of a century, the share of the mining and manu- 
facturing industries in the aggregate GDP of the develop- 
ing countries rose by almost 50%, while the share of agri- 
culture, on the other hand, dropped by more than 40%. 
As a result we find that, while in 1950 the volume of end 
products in industry was less than half that in agriculture, 
in the mid-70s, it was already nearly 20% greater. Al- 
though industry’s share rose most noticeably in the econ- 
omy of the countries of South and South-East Asia (70%) 
and Africa (40% in 15 years), yet it was in the Latin 
American countries that industry contributed the most to 
the economic development. Thus, while in South and 
South-East Asia, industry’s share in the increment of the 
GDP in 1975, compared with 1950, amounted to 29%, in 
Latin America it was almost 36%. The explanation for this 
lies in big difference in the levels of industrial develop- 
ment of the two regions: as this level rises so does indus- 
try’s share in the national economy and also its role in 
building up the overall economic potential. 

Industry will, probably, remain the main driving force 
behind economic progress in the developing countries. Ac- 
tually, there can be no doubt that its growth rate will re- 
main higher than that of other sectors. This trend is de- 
termined by the dynamics of social requirements. It is al- 
so necessary to take into account the additional stimuli for 
accelerated industrial growth that can be created in the 
course of socio-economic reforms designed to eliminate dis- 
proportions and difficulties that arose earlier, and also by 
improving the forms and methods of the state’s guidance 
of the economy. 

At the same time it is clear that, still, there are limits 
for sectorial changes in favour of industry. In the final 
count, the limiting factor is the need to develop other 
spheres of material and non-material production as well. 
If the rate of growth of industry’s share in the GDP of the 
developing countries remained at the 1960-1975 level, by 
the end of the century it would have climbed to nearly 
40%. Yet even in the developed capitalist countries indus- 
try’s share in the GDP averaged only 32% in the mid- 
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70s: in Western Europe and Japan it was slightly more, 
and in the United States, on the contrary, slightly less 
than the average. ! 

So it would be safe to assume that industry’s share in 
the economy of the developing countries will increase at 
a slowing-down rate and will, therefore, not reach the fig- 
ure suggested by methods of simple statistical extrapola- 
tion. This conclusion is confirmed by the present trends in 
the economic progress of the liberated countries. Thus, in 
the Latin American countries, where industry is compara- 
tively better developed, the rate at which its share increases 
in the GDP is much lower than that in the countries 
of South and South-East Asia. In 1960-1975 the first group 
of countries lagged behind the second in the dynamics of 
this indicator by 73%. It is equally significant that the in- 
crease in industry’s share in the economy of the Latin 
American countries, despite the overall rise in rates of 
growth in the last 15 years of the examined period (from 
5.4% in 1950-1960 to 5.8% in 1960-1975), slowed down 
somewhat (from 1.4% to 0.7%). 

An essential condition (and also an obstacle) for a fur- 
ther rise in industry’s share in the economy of the develop- 
ing countries, along with expanding construction, is the 
need to develop all types of communication systems, trade, 
and also the non-material forms of wealth and services. * 
The scale of these spheres of the economy in the individual 
developing countries differs widely both in absolute and in 


1 World Economy and International Relations, No. 1, 19741, p. 152, 

2 Apart from transport and trade, which are regarded as in- 
dependent subsectors of the economy, the services, according to 
the international statistics used in this book, also include such 
different in content and purpose forms of socially necessary work 
as science, education, the health service, economic management, 
financial and credit operations, entertainment, recreation, etc. The 
work in these sectors is not embodied in any tangible goods and is 
largely directed at advancing society’s physical and intellectual 
potential, including perfection of the individual, which determines 
his productive and consumer capacity. In view of this, some Soviet 
economists define this sphere as the production of non-material 
forms of wealth and services. That, in our view, reflects more ac- 
curately its social significance than the oft-used concepts of non- 
productive sphere, or services sphere. 
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comparative terms. But in most cases they are all growing 
fairly rapidly. This is evident from the aggregate figures on 
changes in the economic structure for the main regions and 
all the developing countries taken together. Only in Latin 
America, where the share of transport communications, trade 
and non-material forms of wealth and services is higher 
than in Western Europe (in the mid-70s it averaged about 
52%, and without transport and communications—46%, 
against West Europe’s 50 and 43%), does the rate of growth 
of these spheres only slightly exceed the overall rate of eco- 
nomic growth. In other regions the difference in rates is 
much higher. Hence the quicker rise in their share in the 
economy. 

First and foremost, it is a question of the accelerated pro- 
duction of non-material forms of wealth and services. In itself 
this acceleration, just like that of the entire tertiary sphere 
of labour activity, is quite normal. As the experience of the 
industrially developed countries shows, there can be no mod- 
ern expanded production without it. But it is equally indis- 
putable that the basis of any economy is material produc- 
tion. [ts growth creates the opportunities to provide the pop- 
ulation with the things it needs to survive: food, housing 
and clothing. Services, important though they may be in the 
list of social requirements, still take second or even third 
place. Consequently in what are now the industrially devel- 
oped nations, services increased their role gradually in tan- 
dem with the country’s economic and technological prog- 
ress, 

But in the developing countries of Asia, Africa and Latin 
America, which because of the special historical conditions 
of their advancement are burdened by extremely complex 
socio-economic problems, the usual order of development of 
material and non-material production has in most cases 
been upset. Quite often it is the factors making for the prio- 
rity development of the tertiary sectors of the economy over 
material production that gain the upper hand as a result of 
intertwining of the purposeful efforts of society, the spon- 
taneous action of market forces and all aspects of social 
development. This is evidenced by the unproportionally 
large share of these sectors in the local economy (using 
the share in capitalist countries with a similar level of de- 
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velopment as a yardstick). Suffice it to say that trade and 
services in the Latin American countries play a bigger part 
in the economy than in Western Europe, although the per 
capita income of the former is only one-third of the latter. 

It should be noted that the statistics on the share of trade 
and services in the GDP of the developing countries are 
usually somewhat exaggerated, since their product tends 
to be redistributed in favour of these same sectors. Accord- 
ing to the ECLA, this redistribution is the direct outcome 
of the comparative underdevelopment of local socio-economic 
structures. Because of the weakness of the industrial sector, 
for instance, commercial capital can appropriate a dispro- 
portionately big part of the income produced in the indus- 
trial sector. This tends to exaggerate the statistics on the 
role of trade in the economy. The figures on the share of 
services in the GDP are overstated because of the extremely 
high salaries paid to the top civil servants.‘ To a certain 
extent this can also affect the high cost of services per se. 2 
Nor can one discount the still existing exploitation of socie- 
ty in many countries by usurer and commercial capital (in 
its initial form) through the extensive network of middle- 
men and speculators. However, the deviations resulting 
from the operation of all these factors can hardly change 
radically the figures showing the overall ratio between ma- 
terial production and the other spheres of the economy. The 
accelerated growth of trade and services is not a statistical 
mistake, but a manifestation of a very real economic proc- 
ess. 

Reflecting quite a different order of social requirements 
than that which existed when the developed capitalist coun- 
tries had comparable volumes of per capita output, the larg- 
er share of the tertiary sphere creates quite a number of 
economic difficulties, since the general level of local mate- 
rial production is lower and less marketable. Thus, the ac- 
celerated growth of the services sector, with its income 
mostly in the form of cash, can quite often upset the bal- 
ance between supply and demand of the material compo- 
nents of consumption. Such disproportions become most evi- 

' Income Distribution in Latin America, pp. 188-39. 


2 Simon Kuznets, Economic Growth of Nations. Total Output and 
Production Structure, Cambridge, Massachusetts, 1971, pp. 124-25, 
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dent when non-material production is compared with the 
commodity-monetary sector of the local economy. The share 
of trade and services in this sector in the newly free Afri- 
can and South and South-East countries amounts on ave- 
rage to at least 40-45% of the GDP. 

The heightened dynamics of demand for services stimu- 
lates the fragmentation of local society’s consumer power and, 
in the final count, its productive power as well. This puts 
up additional barriers to the socio-economic progress of the 
developing states. Specifically, these barriers affect the op- 
portunities of the developing countries to set up profitable 
production and certain types of services, such as the train- 
ing of specialists of the middle and, especially, top echelons. 
The much faster rate of growth of trade and services also 
uses up quite a bit of the country’s material and financial 
resources, which can slow down the development of mate- 
rial production, although the demand for it is growing. 

As a result, a shortage of commodities arises, which re- 
quires the expansion of imports. In the absence of the nec- 
essary balancing measures this increases inflationary 
trends. If imports are increased without a corresponding 
rise in exports, then the balance of payments is threatened. 
So on the whole if an unproportionally big part of the in- 
come is taken by the services sector, this complicates eco- 
nomic development and makes it a more painful process. As 
one UN survey put it: “Where physical living conditions— 
nutrition, clothing, housing and so on—are inadequate, 
lagging physical product sector may well be symptomatic 
of a serious development bottleneck.” ! 

In spite of all this, the production of non-material forms 
of wealth and services in the young countries will most 
probably continue to grow at a comparatively high pace. The 
only exception could be Latin America, where the share of 
the tertiary sphere is already very big. The trend for quick- 
er growth in this sphere springs from both the purely eco- 
nomic needs of the developing countries and their social 
needs. Their economic growth is indivisible from the deepen- 
ing of social division of labour. Old types of narrowly spe- 
cialised work expand and new ones come into being. They 
are not connected directly with the production of material 

! World Economic Survey, 1969-1970, p. 22. 
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values, and yet in one form or another they do serve the 
process of expanded reproduction. lor instance, the develop- 
ment of general and specialised education, science, cul- 
ture, the health service, management and the credit and 
finance system, trade, warehousing, etc., all become an es- 
sential condition for the socio-economic progress of young 
states. 

It has already been pointed out (Table 1) that state ex- 
penditure on education in the developing countries at the 
end of the 60s and beginning of the 70s amounted on aver- 
age to 3.5% of the GDP. Part of this expenditure was fi- 
nanced by private consumer expenditure. In Sri Lanka, for 
instance, expenditure on education (including recreation 
and other cultural needs) took on average 2.9% of the fam- 
ily budget at the end of the 60s, or 2.14% of the GNP, 
while the state expenditure stood at 3.6% of the GNP.‘ If 
it is assumed that the ratio between state and private ex- 
penditure on education in the other developing countries is 
about the same as in Sri Lanka, then it can be estimated 
approximately as about 5.5% of the GNP (by another meth- 
od of calculation this is 4.1% of the entire sector of trade 
and services, or 20% of what is statistically included in the 
concept of services). 

At the same time it is common knowledge that both gen- 
eral and specialised education in most developing coun- 
tries is still far from satisfactory. Yet at the same time 
further organisational and technological improvements and 
the mastering of the new techniques of more sophisticated 
modern types of production require a more skilled labour 
force, and that means a better system of general and spe- 
cialised education. So it is quite in the books that this sphere 
will continue to develop at a faster rate than other sectors 
of the economy. 

In many respects the situation is similar in the health 
service, science, culture, management, the credit and finance 
system and trade. Apart from this, the technical reequip- 
ment of the local economy requires the rapid expansion of 
services in installing, maintaining and repairing the equip- 


' Calculated from: Statistical Yearbook for Asia and the Far 
East, 1971, United Nations, New York, 1972, pp. 74, 83. 
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ment. In addition, if agriculture is to be advanced it is nec- 
essary to put into operation the various auxiliary services: 
plant-breeding, veterinary services, protection of plants, ex- 
perimental farms and so on. All this taken together requires 
a radical improvement in transport and communications. 

But as commodity-monetary relations develop and the 
level of incomes rises, this will inevitably lead to further 
changes in priorities and in the structure of consumption 
of various sections of the population in the liberated coun- 
tries. Despite the very high growth in expenditure (as a re- 
sult of demand being met far from fully) on food, clothing 
and other essentials, this share of spending in the consumer 
budget will, apparently, continue to drop, while that on dur- 
ables and services will, on the contrary, grow. As urbani- 
sation advances and the professional composition of the pop- 
ulation changes, the need for modern public services, etc., 
will become increasingly acute. 

What, apparently, also serves as an additional stimulus 
for the growth of non-material forms of wealth and ser- 
vices is the quick growth of the population’s social needs, 
which can be due to the population explosion, the general 
trend of economic advancement and the influence of the 
demonstration effect as well. On the other hand, the pressure 
from the quickly growing army of unemployed, who because 
of the lack of capital in general and specifically their lack 
of scientific and technical expertise cannot be employed in 
modern forms of material production, will also remain a 
factor in developing the services sphere. It is also necessary 
to take into account the higher level of technological and 
economic development and the market forces created by 
changes in the social and property status of different sec- 
tions of the population. In addition, in countries which have 
taken the capitalist road of development the accelerated 
growth of many types of social services will be stimulated 
by a mounting strike movement and the working people’s 
mounting struggle for better conditions, while in the social- 
ist-orientated countries the stimuli will come from the pur- 
poseful attempts of the state to eliminate the social evils 
of the past. 

As for the share of agriculture in the GDP, although in 
absolute terms it will increase, in real terms it will most 
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probably decrease still further, since economic progress us- 
ually goes hand in hand with a somewhat lower demand for 
farm produce. In order to get an approximate idea of the 
possible scale of this decrease, let us assume that agricul- 
ture’s share in the national economy will continue to fall 
at the same rate as it did in 1960-1975. Then by the end of 
the century its share, taking the developing countries as a 
whole, will have dropped to about 11%, which will mean 
7% for Latin America, 18% for Africa and to 23% for 
South and South-East Asia. These figures, unlike those ob- 
tained by extrapolating similar data for industry, seem to 
be somewhat understated, especially in regard to the Afri- 
can and Asian countries, because until now agricultural de- 
velopment there has noticeably lagged behind the increas- 
ing demand for its produce. But much will probably depend 
on the rate of economic growth, inter- and intra-sectorial 
proportions of growth, the scale and structure of micro- 
economic ties, changes in the distribution of incomes, the 
population growth, etc. However, no matter how circum- 
stances shape themselves, it is quite clear that the possibil- 
ity of industry and the services developing at a faster rate 
is insolubly linked with the dynamics of progress in agri- 
culture. Any further upset in the objectively formed propor- 
tions between them would inevitably lead to the stagnation 
or waste of economic resources, which would delay the so- 
cio-economic progress of the developing countries. 

The sharp increase in energy prices in the mid-70s and 
the corresponding shift in price ratios in the world econo- 
my, as can be seen in Table 22, has noticeably affected the 
structure of the gross domestic product in the developing 
countries: because of the sharp increases in the share of 
the mining industry that of agriculture has in a number of 
cases dropped to one extent or another. That has affected 
(and undoubtedly will continue to affect) most noticeably 
the dynamics and proportions of their economic growth. But 
in itself this new ratio between the main sectors of produc- 
tion, that has developed as a result of the rise in the price 
of energy, can hardly on its own change the general trend 
of structural development mentioned above. This change 
can occur only if the existing system of demand is radical- 
ly restructured. So, at least in the forseeable future, the 
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share of the manufacturing industry and the services in the 
gross domestic product of the developing countries will, as 
it was earlier believed, continue to grow, but already only 
in comparison with the level achieved in the mid-70s. 











Table 22 
Sectorial Structure of Employment 
in the Developing Countries (%) 

Main sectors of the economy 1930 1950 | 1960 1970 
Agriculture 76.6 76 71.4 65.6 
industry, construction, 
transport, communications 41.8 3] 11.3 13.7 
Trade and services 11.6 15 17.3 20.7 


Calculated from: World Economy and International Relations, No. 3 
1969; Labour Force Estimates and Projections, 1950-2000, ILO, Geneva, 1977. 


As the structure of the economy of the developing coun- 
tries changes, so does the distribution in the local labour 
resources. But as can be seen from Table 22, the latter pro- 
cess is not so marked. 

On the whole the proportion of the active population en- 
gaged in agriculture dropped between 1950 and 1970 at an 
average annual rate of 0.75%, while that sector’s share in 
the aggregate GDP fell by 2.1% or almost three times 
quicker. In essence, the relationship between these two fig- 
ures was much the same as before 1950. The only differ- 
ence is that the rate at which the labour force moved to 
the industrial sector was higher than the movement to the 
services sector (3.95 and 3.45% against 1.2 and 2.5% res- 
pectively in 1930-1950). However, in the last decade of the 
examined period the inflow of labour into the services sec- 
tor was accelerated more than to the industrial sector (up 
to 3.85 and 4.05% respectively). So the role of the services 
sector in providing employment to a greater number of the 
active population increased still further. As a result, in 
1950-1970, industry, construction and communications took 
in more than 25% of the overall increment in the labour 
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force, while trade and services—more than 34% and the re- 
maining 40% settled in agriculture (see Table 23). 
Table 23 


Distribution of Increment in Labour Force 
by Sectors of the Economy in Some Developing Countries (%) 















EL aerne hi 

, construction, rade and 

Agriculture transport and T ee 
cations 

Latin America 

1930-1950 42.8 

1950-1960 51.2 

1960-1970 57.3 

South and South-East 

Asia 

1930-1950 27.7 

1950-1960 25.4 

1960-1970 


Calculated from: World Economy and International Relations, No. 3, 
1969; Labour Force Estimates and Projections, 1950-2000. 


The increment structure of employment is, naturally, not 
the same in the different regions and countries. The differ- 
ences are due primarily to the differences in the levels of 
economic development. They reflect, to a certain extent, 
also the specific features of the country’s (or area’s) indus- 
trial growth. Thus while in Latin America in 1950-1970 
construction sites and industry picked up more than 27% 
of the new labour hands, in South-East Asia these sectors 
could provide jobs for only some 23% of the new active pop- 
ulation. Yet the proportion of people employed in industry, 
construction and transport in the Latin American countries 
increased by less than 14%, while in South and South-East 
Asia—by more than 50%. At the same time the rate of 
increment in employment in these sectors, unlike the situa- 
tion in Latin America, fell! somewhat in the second half of 
the examined period. The greater movement to trade and 
services was, apparently, connected with the general level 
of economic development and the scale of urbanisation: in 
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the Latin American countries this sector picked up almost 
55% of the additional labour hands, while in the countries 
of South and South-East Asia—just over 30%. As a result 
by 1970 the share of trade and services in overall employ- 
ment in the two areas rose from 27.8 to 37.4% and from 
13.9 to 18.6% respectively. 

No matter how hig the differences in the socio-economic 
conditions of the individual countries and areas, the distri- 
bution of the additional contingents of the labour force 
have much in common. The rather slow exodus from agri- 
culture is due to the limited demand for hands in other 
sectors of the economy. That in part is the result of the 
choice of the capitalist model of development and the gen- 
eral lack of capital resources, and in part to the growth of 
the organic structure of capital and the higher productivity 
of the work force. The demand for labour is most limited 
in industry, which in principle relies for its development 
on the use of more productive equipment than did the pres- 
ent developed capitalist countries at a similar stage in their 
economic history. 

For this reason, and also because of the noticeable ten- 
dency to consume more capital-intensive goods (durable 
goods), industry in the developing countries requires less 
labour hands. But in view of the population explosion their 
number is, on the contrary, increasing very quickly. On the 
other hand, there is a greater demand for services. So the 
final outcome of all these different trends is that industry’s 
role as a sphere of employment has declined. It is signifi- 
cant that with 42% of the active population working in ag- 
riculture, industry used 48% of the rest in the United States 
(in 1880). The figure was 52% in Italy (in 1950), 57% 
in France (1921), 60% in Sweden (1924), and only 31% 
in Latin America (1969). ! 

In these circumstances, the excess labour hands in the 
non-agricultural sector can find jobs chiefly in trade and 
services, which on the whole are worse off for technology 
than industry. Moreover, the shift of labour resources to the 


1 Raoul Prebish, Change and Development—Latin America's 
Great Task. Report submitted to the Inter-American Development 
Bank, Washington, 1970, p. 30. 
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tertiary sector is not only because they are required there, 
but also in part the result of pressure from the mounting 
excess of labour being pushed out of agriculture. 

The existing trends are such that in the foreseeable fu- 
ture no radical changes in the distribution of the active pop- 
ulation in the developing countries seems likely. Even 
should industry and construction in the developing coun- 
tries increase their requirements in Jabour at the highest 
rates (those of 1930-1970), and employment in the services 
sector on the contrary grow at the slowest rate (as in 1950- 
1960) still their share by the end of the century would be 
no more than 18-19% and no less than 24-25% respective- 
ly of the active population. The rest of the active popula- 
tion with the exception of possibly 3 or, at most, 4% who 
are engaged in transport and communications, would still 
be connected with agriculture. 

The trends, however, that seem more likely are those that 
prevailed in 1950-1970. If they continue, industry and con- 
struction could attract only 15-16% of available hands, 
while the share of the services industry would rise to about 
32%, and that of agriculture (assuming transport and com- 
munications absorb 3-4%) would, on the contrary, drop to 
48-50%. In that case employment in industry and construc- 
tion in Latin America could rise to 25-26% and in the ser- 
vices sector up to 50%. The respective figures for South and 
South-East Asia would be 15-16% and 25-26%. Therefore, 
no less than half the active population in the developing 
countries would still remain tied to agriculture: the figure 
for Latin America would be about 34% and for South and 
South-East Asia—about 60%. This structure of employment 
would, most probably, lead to a further increase in the 
number of ‘‘excess” hands in agriculture and in the services 
sector, all the more so since their progress would at least 
in part rely on increased productivity. 

The increase in the lavour force ahead of the conditions 
for their productive use is, in effect, a legacy from the co- 
lonial times. But the gap between the two became most 
marked with the beginning of the population explosion. For 
one thing, the relative overpopulation became chronic, 
while, for another, its size increased tremendously. It is 
sufficient to recall that unemployment and underemploy- 
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ment in the main regions of the developing countries had 
risen to 34-35% by the mid-70s. ! 

Without attempting to analyse the very great labour 
losses suffered by the developing countries as a result of the 
incomplete use of their labour force, it should be noted, 
however, that at present these losses show a tendency to 
increase. UN experts pointed out: “While underemployment 
may be difficult to measure, it undoubtedly exists and is 
growing.” This is the result of the interaction of such fac- 
tors in the socio-economic life of the developing countries 
as the quick increase in the active population, on the one 
hand, and, on the other, the technological progress which 
sharply reduced the expenditure of labour per unit of pro- 
duction at comparatively low rates of economic develop- 
ment. 

Chronic unemployment and underemployment produce 
hard-to-surmount barriers on the way to expanding and 
consolidating the national market in the developing coun- 
tries. The low level of employment also holds up the social 
division of labour and the growth of the marketable consu- 
mer fund. In addition, excess cheap labour is an obstacle to 
organisational and technological improvement of local pro- 
duction and to boosting its efficiency. 

The transition of the countries of Asia, Africa and Latin 
America to development free from the colonial yoke helped 
to diversify local economic structures. At the macro-level 
this took the form primarily of a sharp increase in the role 
of the secondary and tertiary sectors of production. How- 
ever, the buildup of diversified economies is taking place in 
complex and contradictory conditions. Considerable difficul- 
ties arise from the shift towards the production of non- 
material forms of wealth and services, while the material 
and technological basis of the economy remains very weak. 
Still more serious problems are posed by the growth of 
unemployment and underemployment. Both, in turn, affect 
the qualitative parameters and main proportions of the eco- 
nomic growth. 


' Employment, Growth and Basic Needs: A One-World Problem, 
pss. 

2 World Economic Survey, 1968, Part One, United Nations, New 
York, 1969, p. 9. 
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CHAPTER SEVEN 


THE DEVELOPMENT 
OF MARKETABLE AGRICULTURAL PRODUCTION 


The specific features of the economic processes in the de- 
veloping countries are reflected to one extent or another in 
the sectors of the economy. Agriculture has more than its 
share, with a great part of it being non-commodity and 
semi-subsistence production which relies on direct barter 
So it is of special interest here to trace the way in which 
a marketable fund of produce was formed, the nature of 
organisational and technological progress, and the degree to 
which agriculture was involved in the process of the social 
division of labour. Of particular significance is the question 
as to what extent the achieved level of agricultural produc- 
tion and its present forms correspond to the economic and 
social requirements of the liberated countries. 

In any examination of agriculture, the question of food 
production, and especially the production of grain, invariab- 
ly tops the list. There are several reasons for this. First, 
the situation in grain production usually reflects most vi- 
vidly the difficulties in commodity-monetary relations in 
the entire agricultural sector of the economy. Lenin pointed 
out that “such a product like grain ... everywhere and al- 
ways is the last and slowest to be drawn into commodity 
circulation”.! Secondly, grain plays a highly important part 
in the food ration of the population of the developing coun- 
tries, and the food problem there is a highly acute one. 
Thirdly, despite the fact that this problem has been com- 
paratively well studied, there still exist a number of aspects 
that remain unclear, especially those connected with market- 
able production of foods. 


1. The Food Problem 


It is customary to view the development of agriculture in 
context with the population growth. That is quite natural, 
since production in the agrarian sector is directly connected 


1V, I. Lenin, “On the So-Called Market Question”, Collected 
Works, Vol. 4, p. 117. 
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with the satisfaction of people’s vital needs—starting from 
food and ending with clothing and a roof over their heads. 
The size of per capita output in this sector is more impor- 
tant than in any other. The real significance of this figure 
for the developing countries is particularly great because 
of the extremely low level of agricultural production they 
inherited from the past. So it would be feasible to begin 
an examination of the food problem with an analysis of 
the dynamics of aggregate and per capita agricultural pro- 
duction (see Table 24). 


Table 24 


Food Production Index in the Main Regions 
of the Non-Socialist World 


(1969-1974 — 100) 


1961- | 1966- 
Regions 1965 | 1970 


Feesoumis., ee Output 
Developed capitalist countries 85 97 
Developing countries 81 93 
Africa 84 94 
Latin America 81 94 
Middle East 80 95 
South and South-East Asia 81 92 


Per Capita Production 


Developed capitalist countries 99 
Developing countries ¢ 98 
Africa 99 
Latin America 99 
Middle East 101 
South and South-East Asia 97 


Calculated from: Production Yearbook, 1972, FAO, Rome, 1972, pp. 27- 
28; Production Yearbook, 1973, pp. 25-26; Production Yearbook, 1977, pp. 73- 
74, Monthly Bulletin of Agricultural Statistics, FAO, No. 41, 1979, p. 14 


The figures in Table 24 show that despite the compara- 
tively high growth rate of the gross output of food, the per 
capita output in the developing countries is growing very 
slowly and in Africa it is even decreasing. A certain posi- 
tive shift was noticeable only at the end of the 70s, and 
again with the exception of Africa. In the previous 15 years 
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per capita food production in effect marked time, if one 
disregards, of course, the fluctuations caused by changing 
weather conditions. 

In order to judge the situation properly, it is enough to 
say that in the first half of the 60s when per capita output 
was only 3-5% less than at the end of the 70s, the calorie 
input per person a day in the developing countries averaged 
2,180, while the normal need is 2,270 calories.1 In addi- 
tion, the real value of the food stocks that are meant to en- 
sure the physical reproduction of the bulk of the population 
in the developing countries is reduced by their qualitative 
composition. According to FAO estimates, their protein con- 
tent is on average 18% less than that in the food ration 
of the population in the developed capitalist countries, while 
the animal protein content is 67.8% less. 2 

If the available food resources in the developing coun- 
tries were distributed evenly, then, according to the figures 
for the first half of the 60s, each person would still be short 
of at least 4% of the needed calories a day. Given the same 
conditions the figures for South and South-East Asia would 
have a deficit of 7%, for the Middle East—6% and for 
Africa—2%. Taking into account the changes that have 
taken place since then in food production, which plays the 
main role in ensuring domestic requirements, it can be sup- 
posed that by the end of the 70s the average food ration 
of the population of South and South-East Asia only just 
approached the medical norm; in the Middle East they just 
topped the norm, while in Africa they were unable to reach 
it. As for Latin America, the average figure for the conti- 
nent was 6% higher than the medical norm even at the be- 
ginning of the 60s. But it should be remembered that these 
comparatively high average figures were due to the fairly 
good situation in Argentina, Brazil, Uruguay and Mexico. 


' The average medical norm for the capitalist countries is taken 
to equal] 2,530 calories a day. FAO experts explain that the different 
norm for the developing countries is due to climatic conditions, age 
composition of the population and. therefore, the average weight of 
each person. According to their calculations, people in the capitalist 
countries on average exceed their norm by 15%, (Agricultural 
Commodities Projections for 1975 and 1985, Vol. I, FAO, Rome, 1967, 
pp. 35-36). 

2 Thid., p. 45, 
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At the same time in a number of other countries of the 
continent, the nutrition deficit was 10% and more. Sub- 
stantial deviations from the average both in Latin America 
and other underdeveloped regions of the world remained 
in subsequent years as well. 

What is more, the average figures for individual regions 
and countries hide the very great qualitative and quantita- 
tive difference in the food rations of different sections of the 
population as well as of separate regions of each country. 
Take Brazil, for example. The average national food ra- 
tion is noticeably higher than the medical norm, but a con- 
siderable part of the population in the north-east suffer 
from chronic malnutrition.! If the scale of malnutrition 
among the poorer sections of the population stems from the 
national average food ration, the scale on which backward 
socio-economic structures are preserved determines the pro- 
portion of the hungry population. Given the great inequali- 
ty of distribution of incomes, already examined in this 
book, it is quite obvious that the greater part of the popula- 
tion in the developing countries has a food ration that is 
very much worse than the average national level or region- 
al figures. In Brazil, for instance, half the population have 
a food ration 20% below the average national figure. 2 

It is important to point out that the insufficient food ra- 
tion of wide sections of the people in the developing coun- 
tries cannot be attributed solely to insufficient agricultural 
production. Because any deficit in food can, at least in 
theory, be made up by imports on an exchange basis. Jn 
practice, however, this possibility is usually ruled out by 
two things: the lack of export resources, and the low level 
of solvent demand among that section of the population 
that suffers from chronic malnutrition. FAO’s view of the 
situation is worth quoting. Its survey for 1970 says: “Nutri- 
tional studies increasingly revealed the extent to which the 
effective demand for food failed to cover the nutritional 
needs of the poorer population groups.” * 


' [bid. 

2 Monthly Bulletin of Agricultural Economics and Statistics, 
March 1972, p. 10. 

3 The State of Food and Agriculture, 1970, World Review, FAO, 
Rome, 1970, p. 425, 











170 A. Y. ELYANOV 


In these circumstances expanding the food stocks to the 
necessary physical minimum, either by increasing produc- 
tion or through imports, is far from being the equivalent 
of eliminating the causes breeding the shortage of calories 
and protein hunger of the population in the developing 
countries. The example of the different levels of nutrition 
in various parts of Brazil quoted above bears this out. Con- 
sequently, improving the food ration in the developing 
countries is not only an economic problem, but also in many 
respects a social problem. Its solution requires not only a 
series of measures that would help to increase agricultural 
production, but also measures that would raise the standard 
of living of the greater part of the population, many of 
whom, if not most, are engaged in agriculture. However, 
even given the present distribution of incomes that dooms 
the main mass of the population to a semi-hungry exis- 
tence, most developing countries simply do not produce 
enough food to meet the existing demand. 

The demand elasticity coefficient for food in the develop- 
ing countries on average amounts to about 0.5 per 1% of in- 
crement in demand, while in more than half the countries 
it ranges between 0.5 and 0.7, i.e. it is higher than the 
average.! Given this high elasticity, any increase in cash 
incomes naturally brings about a_ greater demand 
for food. And the rise in incomes is not the only 
thing that matters. The comparatively rapid growth in de- 
mand for marketable food is largely the result of general 
changes in the socio-economic structure of the developing 
countries. The accelerated development of forms of labour, 
unconnected with agriculture, slowly but persistently in- 
volves an increasing part of the active population, thereby 
creating an additional demand for marketable food. Another 
factor increasing this demand is the process of social divi- 
sion of labour in agriculture itself, as a result of specialisa- 
tion in the production of raw materials for the national in- 
dustry and exports. The social stratification of the rural po- 


' Angus Maddison, Economic Progress and Policy in Developing 
Countries, W. W. Norton & Co., Inc., New York, 1970, p. 129; World 
Economic Survey, 1969-1970, Table 43, pp. 134-35; Agricultural Com- 
modities Projections for 1975 and 1985, Vol. 1, pp. 10, 34. 


Sl ies 
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pulation and the growth of a proletarian section, which has 
no land of its own or only a holding that can meet a frac- 
tion of its food requirements, tends to aggravate the situa- 
tion. 

The rapidly growing requirements in marketable food 
have made it a matter of urgency to find ways and sources 
to form market food stocks. As studies of Soviet economists 
have shown, an important part in forming such stocks in 
the developing countries as a rule belongs to forcible expro- 
priation of the surplus product, and often part of the neces- 
sary product, from the small holders by the feudal land- 
lords and the traders and usurers. In a number of cases the 
state too expropriates food from the peasant. This method 
of forming marketable stocks appeared originally in the co- 
lonial age, but spread still further after countries won and 
strengthened their independent statehood, because the ac- 
celerating growth of demand for agricultural produce was 
not backed up by steps to reorganise the backward produc- 
tive basis of this sector of the economy. 

According to the estimates of V. G. Rastyannikov, at the 
end of the 50s about 70% of all the marketable rice in Cent- 
ral Luzon, one of the main rice-growing areas of the Philippi- 
nes, originated from the so-called necessity sales. In India, 
at the beginning of the 60s, the marketable rice stocks for- 
med by compulsion accounted for at least 40-50% of their 
total volume (excluding imports). 1 However, because of the 
plight of the small peasants exploited in this way, this me- 
thod of turning part of their produce into marketable goods, 
although reducing the pressure on the food grain market, 
at the same time undermined the possibilities of the normal 
reproduction of both the labour force and the material con- 
ditions of labour in this sector. In other words, it alleviated 
the situation, but failed to remove the root cause of the 
shortage of food. 

From the point of view of ensuring marketable supplies, 
changing this mechanism can produce a new set of problems. 
The farmer, who usually never has enough to eat and who 
is overburdened by debts, uses the slightest easing of pres- 


1 V. G. Rastyannikov, Developing Countries: Food and Politics, 
pp. 34-35. 
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sure to improve, first and foremost, his own consumption. 
If production remains at the same level or grows very little, 
this usually means there is less left over for the market. 
When the volume of marketable surplus depends chiefly on 
the amount of food produced by the peasant holdings, and 
when this amount remains very limited, a mounting share 
of the food is consumed by its producers. In India, for ins- 
tance, thanks to good weather the grain harvest increased 
by 12 million tons in 1959, or about 15-17%. But the 
amount of marketed grain remained virtually unchanged. 
Of course one reason was that the merchants tried to hoard 
the grain in the hope of higher prices. But that is not all. 
When the always hungry peasant gets a good crop, he 
usually consumes most of it. This only underlines the ur- 
gency of resolving the food problem. 

Agrarian reforms in their initial stages often produce 
similar results, if, of course, they lessen the burden of 
land rents and of the oppression by trade and usurer capi- 
tal. Food prices tend to rise as there is less marketable 
grain because the peasants themselves consume more. Once 
the farmer can sell less and still repay his cash debts he 
will in most cases eat more of the “surplus” himself. 

Land reforms pave the way to improving the life of the 
farmers. They also help to achieve a better balance be- 
tween the marketable potential of farm holdings, on the 
one hand, and their real possibilities and need in market 
ties, on the other hand. Then any increase in the market- 
able output of food depends directly on increases in produc- 
tion. So the land reforms mark the beginning of an entire- 
ly new stage in the development of the agricultural sector 
of the economy in the developing countries. And if such 
reforms lead to an overall reduction in the marketable out- 
put of food, the basic reasons for this lie not in the farmers’ 
increased consumption, but in the unsatisfactory rate of 
development of big farms working for the market and the 
insufficient steps taken to strengthen the economic basis 
of small-scale production, which is a sign that the agrarian 
reforms did not go far enough. In the final analysis, the 
real level of development of marketable production and 
commodity exchanges, as was shown convincingly by Ras- 
tyannikov, is in inverse ratio to the level of the toll on pro- 
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duction uncompensated by a return flow of goods.‘ The ten- 
dency ol this toll to be reduced as a result of land reforms 
can and should be seen as a positive factor. 

As a result of the operation of these factors and of the 
further fragmentation of farm holdings, the marketable 
grain production in most developing countries decreased, 
not increased, at least in the two postwar decades. Rastyan- 
nikov cites interesting figures on this score. According to 
his estimates, from the mid-30s to the beginning of the 
60s, the marketable output of grain in India and Pakistan 
remained in effect unchanged although gross production in- 
creased by more than 55%. As a result, the share of mar- 
ketable wheat in gross output dropped on average in the 
two countries from 55 to 36%. It is significant that in the 
countries of Tropical Africa, where the average level of 
the food ration is slightly (about 10%) higher, food pro- 
duction, according to A. Kamarck, reacts more actively to 
a rise in the domestic solvent demand than in India.? In 
other words, because the rural population is better supplied 
with food, there are less obstacles to increasing marketable 
production. 

The slow growth of the volume of marketable produce 
has a dire effect on the export position of developing coun- 
tries that sell grain on the world market. Thus the share of 
exported rice in Burma’s gross output between 1937-1939 
and 1965-1967 dropped from 60.5 to 13.7% and in Thailand 
from 47.3 to 14.3%. What is more, Burma decreased by al- 
most 67% (from 3,013,000 to 1,033,000 tons) the physical 
volume of its rice exports, while Thailand increased its 
volume by only 11.4% (41,614,000 against 1,408,000 tons) 
although gross harvests increased by 53 and 28.2% respec- 
tively. ° 

The dynamics of the grain output in some developing 
countries can be seen in Table 25. 


1V. G. Rastyannikov, Agrarian Evolution in Multi-Structural 
Society. The Experience of Independent India, pp. 115-16. 

2 Andrew M. Kamarck, The Economics of African Development, 
p. 100. 
3 Calculated from: Economic Survey of Asia and the Far East, 
1963, p. 103; Monthly Bulletin of Agricultural Economics and 
Statistics, July-August 1968, pp. 8-9; Trade Yearbook, 1974, FAO, 
Production Yearbook, 1974, FAQ, 
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Table 25 
Share of Domestic Production in Grain Supplies 
of Some Developing Countries 
(% to total) 
Country | 1949-1951 | 1959-1961 1973-1974 
Algeria 444 80 47 
Afghanistan 100 98 99 
Brazil 89 87 92 
Chile 99 93 53 
Costa Rica 77 70 62 
Ecuador 97 93 79 
Egypt 88 80 78 
Guatemala 94 91 87 
India 92 94 96 
Indonesia 95 91 93 
Traq 148 85 85 
Iran 97 100 82 
Kenya 104 98 106 
Malaysia (Western) 24 47 74 
Mexico 92 104 86 
Morocco 118 98 81 
Nicaragua 103 81 85 
Pakistan 104 93 96 
The Philippines 87 94 90 
Paraguay 80 71 87 
Peru 75 71 56 
El Salvador 93 81 85 
Sri Lanka 33 42 61 
Syria 119 Ti 92 
Tunisia 157 89 77 
Turkey 99 100 99 
Venezuela 63 50 88 


Source: The State of Food and Agriculture, 1970, p. 132. 


Table 25 indicates that although agricultural production 
grew substantially, it was less able to satisfy the grain re- 
quirements of the 27 listed countries. In 18 countries the 
share of home output in grain consumption dropped, and 
most noticeably of all in the African countries. Yet at the 
same time the short-fall of home-produced grain in the first 
half of the examined period increased in 24 countries, while 
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subsequently it increased in only 13. This indicates the ex- 
istence of a certain counter-trend towards an improvement 
in the local grain balance. 

It should not be overlooked that the insufficient produc- 
tion of grain in the developing countries, illustrated by 
Table 25, actually testifies to a shortage of marketable grain, 
which to one extent or another affects the entire process of 
production of material and spiritual benefits. Meanwhile, 
since these countries have very considerable sectors of sub- 
sistence economy, the shortage of marketable grain is usual- 
ly much bigger than the figure obtained from the difference 
between actual production and grain consumption. 

Since at the end of the 50s and beginning of the 60s the 
overall marketable amount of grain produced in India and 
the Philippines amounted to just over 30%, and in Paki- 
stan—only 25% ‘1 of gross output, their deficit of market- 
able grain, to judge from the figures in Table 25, equalled at 
that time 17, 23 and 22%. Assuming that the marketable 
amount of grain in the other countries of South and South- 
Kast Asia (bar those specialised in grain solely) also equal- 
led 25-30%, the shortage of marketable grain in Indonesia 
could be estimated at 28-30%, and in Malaysia and Sri 
Lanka—at least 60 and 65% respectively. 

It is significant that in the 40s all the main regions of 
the outlying zone of world capitalism were grain exporters. 
Since the war they have become net importers: the Middle 
East and South and South-East Asia started importing 
grain in 1948-1952, Africa at the end of the 50s-beginning 
of the 60s, and Latin America in the 70s (see Table 26). 
This was partly because the capitalist countries became 
more self-sufficient in grain and actively introduced the 
system of agrarian protectionism. But the main reason that 
changed the role of the former colonial and dependent 
countries on the world capitalist grain market was, undoubt- 
edly, the slowness of their development, with the produc- 
tion of marketable grain increasing only slowly, too. 

Apart from the fact that the position of the developing 
countries on the world capitalist grain market has changed 


1 Vv. G. Rastyannikov, Developing Countries: Food and Politics, 
pp. 23-25, 
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Table 26 


Grain Balance of the Main Areas of the Outlying Zone 
of the World Capitalist Economy 


(mln. tons, average for year) 


Region esa 





14s t95f toe atftos-1e 1973-1977 


Latin America 


Production 27.92 26.05 39.54 54.46 80.61 
Consumption 19.81 25.76 38.95 52.96 81.23 
Exports 40.15 3.45 5.45 9.92 12.57 
Imports 2.06 3.16 4,87 8.02 13.09 
Trade balance 8.09 0.29 0.56 1.90} —0.62 
South and South- 
East Asia 
Production 87.68 88.29 | 123.50 155.77 | 232.79 
Consumption 86.15 94.13 | 129.40 165.78 | 245.15 
Exports 8.96 3.05 4.16 4,40 5.48 
Imports 7.43 8.89 10.06 14,52 17.84 
Trade balance 1.53 ~—5,84 —5.90 | —10,12 | —12.36 
Near and Middle 
East 
Production 14.83 17.06 28.19 36.29 49.39 
Consumption 14.37 17.74 31.04 40.97 58.70 
Exports 0.93 1.09 0.80 0.94 0.70 
Imports 0.47 4.77 3.62 5.62 10.04 


Trade balance 0.46 ~ 0.68 ~—2.82 —4.68 —9.31 
Africa 


Production 20.30 25.80 26.32 40.52 43.07 
Consumption 19.53 25.54 27.53 43.59 50.44 
Exports 1.44 1.22 0.86 0.66 0.38 
Imports 0.67 0.93 2.07 3.73 7.49 
Trade balance 0.77 0.29 —1,21 —3.07 —7,07 





Note: Figures for 1934-1938 and 1948-1952 include Japan, Israel and 
South Africa. 
6 Peay ieetoee from: The State of Food and Agriculiure, 1964, 1971, 19738, 
76, 1978. 


radically, what is equally important is that practically every- 
where their dependence on imports has tended to grow. It 
is true that in the countries of South and South-East Asia 
net grain imports in 1973-1977 dropped to 5% of the aver- 
age annual consumption from the 6.2% in 1948-1952, but 
the total volume of grain imports increased 140%. In Afri- 





—_— 
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ca, since 1958-1962 when the continent became a net import- 
er of grain, the share of net imports in regional consump- 
tion rose from 4.4 to 14.1%, while in the Middle East, des- 
pite the considerable increase in per capita production, it 
increased almost fivefold over a 25-year period, and in 
1973-1977 amounted to 15.9%. It is significant that the share 
of gross imports in consumption in all regions without ex- 
ception is higher than net imports. Thus in 1973-1977 in 
the countries of South and South-East Asia 7.3% of grain 
consumption was covered by imports, in Africa—14.9%, in 
the Middle East—17.1% and in Latin America—16.1%, 
with gross grain imports in Latin America being 20 times 
the size of net imports. 

There is reason to believe that the net importers of grain 
among the developing countries depend on imports much 
more than is shown by the average regional figures. This 
dependence is particularly great in the Latin American 
countries where marketable grain production would seem to 
be at a comparatively higher level. Yet the regional figures 
for self-sufficiency in grain indicate that the shortage of 
marketable grain, which was on the increase until the mid- 
70s, was deeper and wider than could have been suspected 
on the basis of the figures for the individual countries list- 
ed in Table 25.1! So far the acuteness of the grain problem 
is easing chiefly in the countries of South-East Asia. 

To get a better idea of the grain balance in the develop- 
ing countries, it is best to look at it through the prism of 
unweighted averages (see Table 27). 

The figures show that only 12 of the 85 countries were 
net exporters, and five of these are in South and South- 
East Asia, four in Africa, and three in Latin America. The 
remaining 73 countries, or six out of every seven, were net 
importers of grain. 

That partly explains the level of the unweighted average 
share of production in the consumption of the different re- 


' It should also be remembered that imports cannot always 
serve as a reliable yardstick of the real shortage of marketable 
goods (in this case grain), since their volume also depends largely 
on the availability of foreign currency. Imports of considerable 
quantities of grain in many countries have not eliminated shortages 
and that has tended to preserve the rising price trend. 


12—01767 





A. ¥. ELYANOV 












Table 27 
Developing Countries: Grain Production to Consumption Ratio 
(1968-1970) 
Share of 
Number of production 
countries in consump- 


tion, %% 


Developing countries as a whole 85 78 
Latin America 22 79 
South and South-East Asia 15 87 
Middle East 6 43 


Africa 


Calculated from: World Economic Survey, 1973, Part I, Tables 39-41, 
United Nations, New York, 1974, pp. 70-74. 


gions. In the Middle East, where all countries are net im- 
porters, this share is the lowest, and it is the highest in 
South and South-East Asia. But it should not be forgotten 
that because of the very big population in the latter region, 
the food problem there is particularly acute, and imports, 
in absolute terms, the highest. 

The developing countries’ heavy dependence on grain 
imports tends to deplete already meagre foreign currency 
resources and limits their ability to buy equipment and 
other goods essential for accelerated economic progress. In 
addition, this dependence is used actively by imperialist 
forces to interfere in the internal affairs of countries that 
have taken an independent road of development. Finally, 
the rising imports of grain, while meeting one of the basic 
needs of the liberated countries, at the same time make it 
more difficult for them to eliminate the shortage on the 
basis of domestic production, since their grain output be- 
comes vulnerable to the action of world market forces. 

As long as grain output in the developing countries met 
their domestic requirements in marketable produce, its de- 
velopment was practically unaffected by the changes in 
prices on the world market. Sale prices were formed chiefly 
under the influence of internal factors determined (apart 
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from state regulating measures) by the actual cost of pro- 
duction and turnover, on the one hand, and the relationship 
between supply and demand, on the other.‘ At the same 
time, since they played an important role as grain exporters, 
the developing countries exercised a considerable influence 
on grain prices in world trade. When the positions of the 
young countries on the world grain market were undeter- 
mined and seriously weakened on the domestic market, the 
levels of prices for local grain to a certain extent lost their 
ties with production conditions. These changes in the me- 
chanism of price formation made it all the more difficult 
to set up an efficient marketable grain sector in the devel- 
oping countries. 

According to approximate estimates, labour productivity 
in agriculture in the developing countries (measured by 
output per person working in agriculture) in 1950 was on 
the average 80.8% less than in the capitalist countries, and 
by 1975 it was 93.2% less. ? Taking into account the dynam- 
ics of the average per capita output, it could be presumed 
that the gap continued to grow in subsequent years. 

The deepening gap between the production efficiency in 
the developing and capitalist countries finds its expression 
in the different cost and price levels of farm produce. As 
agriculture in the developed capitalist countries made rapid 
progress and their share in grain exports increased sharply, 
prices on the world market were increasingly shaped by the 
lower national costs. The downwards trend in grain prices 
up to the mid-60s resulted in the comparative overproduc- 
tion of grain in the capitalist countries. Thus, in the USA 
and Canada the stocks of wheat alone in 1953-1962 aver- 
aged 44.7 million tons, exceeding in some years the annual 
output. ° 


1 Here we disregard prices determined by forced sales, because, 
for one thing, they depend on the same factors, and, secondly, as 
has already been shown, the necessary increase in marketable grain 
production is linked primarily with the possibility of increasing 
commercial surpluses. 

2 Calculated from: Yearbook of National Accounts Statistics, 
1969 and Statistical Yearbook, 1978; Labour Force Estimates, 1950- 
2000, ILO, Geneva, 1977. 

3 Calculated from: The State of Food and Agriculture, 1967, 
pp. 156, 164, 


12% 
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As a result, grain from Asia, Africa and Latin America 
lost its competitiveness on the world market, and that in 
turn had a negative effect on the rate of exports. In coun- 
tries importing cheap grain, sales on the domestic market 
had a depressing effect on the dynamics of domestic grain 
prices, thereby weakening the economic stimuli for the ex- 
pansion of grain production, [It is significant that because 
one type of grain is easily replaced by another, the curbing 
of price increases affects the entire grain economy of the 
importing country, no matter what type of grain 
it imports. As the Reserve Bank of India Bulletin noted, 
‘wheat imports on a large scale dampened the rise in prices 
not only of wheat but also of other cereals’.! American 
food aid played no little part in establishing such trends, 
and that was the aid that in effect cost the United States 
nothing, since if the food had not been given as aid, the 
huge surpluses would have simply had to be destroyed. 2 

At the end of the 60s, with domestic production increas- 
ing and imports decreasing, the depressive effect of the 
world capitalist market on the grain economy in a number 
of liberated countries eased somewhat. But this did not mean 
that the difficulties of the preceding period had been 
overcome. For one thing, imports continued to play a sub- 
stantial role in the grain balance of most developing coun- 
tries. For another thing, the consolidation of a modern sec- 
tor in agriculture producing marketable goods is taking place 
in an extremely complex situation fraught with conflict. 
and new crises and with setbacks in increasing the ne- 
cessary production potential that could ensure the produc- 
tion of the required marketable surplus. Such a situation 
is connected both with the unfavourable socio-economic and 
technico-economic conditions for the advancement of agri- 
culture, and with the general backwardness of the econo- 
my. Both factors have a negative effect on the comparative 
level of prices of farm produce on which, in the final count, 
the opportunities for reimbursing expenditure and real ac- 
cumulation in this sector depends. 


1 Reserve Bank of India Bulletin (Bombay), June 1967, p. 755. 
2 Angus Maddison, Economic Progress and Policy in De- 
veloping Countries, p. 133. 
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The macro-economic aspect of the problem lies in the fact 
that agriculture as a consumer of certain industrial goods 
has to pay fairly high prices for them. There are several 
reasons why high prices have to be paid for consumer and 
production goods. One of them is that the developing coun- 
tries practise widely industrial protectionism, and for an- 
other—their young industry isn’t so very efficient yet. Thus, 
in the mid-60s, prices for fertilisers in India were 50% 
higher than in the United States, and in Argentina twice 
as high. ! 

Yet at the same time the price of grain (and also other 
farm produce) is often artificially kept at a low level in the 
developing countries, even when there is an acute shortage 
of it. Since the rise of these prices could hit the consumer 
hard and spiral off a general price rise thereby increasing 
inflationary trends, the governments of many young coun- 
tries pursue a policy of stabilising grain prices in order to 
prevent aggravation of social conflicts. But if the prices of 
other goods continue to rise, the ensuing redistribution of 
the national income sooner or later disrupts the proportions 
of exchanges between sectors of the economy and thereby 
harms the agricultural producer, depriving him of the ne- 
cessary incentives to produce more. It is, of course, the 
small producer who suffers most, because although freed 
from the heavy burden of feudal land rents, he is still harsh- 
ly exploited by the merchants and usurers. This was one 
of the reasons for the low growth of production of market- 
able grain in India, Indonesia, Pakistan and certain Latin 
American countries in the 50s and first half of the 60s. 

This, however, does not serve as an argument in favour 
of the free play of market forces. It is essential for the 
state to regulate prices, especially when the economy suf- 
fers from a spotted development and includes both archaic 
and modern forms of production in its organisation and tech- 
nical equipment. The state’s vigorous intervention in the 
process of price formation is an integral part of its policy 
designed to accelerate economic progress and achieve great- 
er economic independence. But no matter what concrete 
aims guide the state at cach stage of its policy of influenc- 


' |bid., pp. 147-48. 
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ing the price structure, Lhe economic effect of its measures 
depends largely on how well they dovetail with the objec- 
tive economic conditions. 

In the cases cited above grain prices were regulated with- 
out proper consideration for the entire tangle of relations 
that had existed earlier. So attempts to stabilise the prices 
contradicted the existing potential and requirements of the 
economy and therefore proved a failure. This delayed the 
rapid advancement of grain production, a thing that was ex- 
tremely necessary. The policy of price stabilisation cannot, 
apparently, ignore production needs, especially if the com- 
modity in question is in short supply and holds an impor- 
tant place in the overall balance of consumption. Otherwise, 
instead of protecting the interests of the consumer such a 
policy only makes the shortage much worse, thereby open- 
ing the way to speculative operation and even bigger 
price rises, 

When the state is unable to effectively control national 
production and distribution, its price policy must, by neces- 
sity, take into account supply and demand on the market, 
which, if not balanced, indicates a certain shortage or sur- 
plus in the economy. Neglect of this most important princi- 
ple in economic activities is fraught with the danger of ag- 
gravating already existing disproportions and upsetting the 
overall mechanism of economic growth. A price policy that 
is economically well-founded is what is required to elimi- 
nate such disproportions. And in the final analysis, no mat- 
ter what the circumstances, the price structure remains the 
most important lever regulating intra- and inter-sectorial 
proportions of local commodity production. 

At the same time, since it is chiefly the small farmer 
who produces food grains, the ratio of prices, while favour- 
able in itself for grain production, may fail to ensure the 
required growth of marketable produce and the overall 
growth of this sector for a number of reasons. First, as has 
already been noted, because of his very low standard of 
living the small farmer will often react to higher grain 
prices by increasing his own consumption, thereby reduc- 
ing what he puts on the market. Secondly, the ones to be- 
nefit most from higher prices are the merchants and mo- 
ney lenders—the middlemen between the small farmer and 
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the market. The real sales price for the farmer himself is 
often much lower than suggested by statistics. Thirdly, the 
continuing necessity sales have a disorganising effect on 
the local food market, and in the final count operate as a 
factor contrary to the interests of the small farmer. A fur- 
ther growth in prices, which stems from the smaller sales 
in years of unfavourable harvests, tends to make the posi- 
tion of the small farmer worse, since the main benefits 
from a sellers’ market are reaped by merchants and the 
stronger farms run along capitalist lines. The damages 
caused by falling prices, when sales increase after a good 
harvest, hit the small producer himself.! And the lower 
prices in good years tend to increase the outflow of money 
from this sector or restrict its productive application. 

Because the small farm holding is an extremely weak 
economic unit, the play of market forces is insufficient to 
secure an expansion of production that would ensure the 
appearance of a normal commercial surplus of produce. 
The extreme poverty of the small farmer aggravated by the 
harsh exploitation by merchants and usurers, compels him 
to sell his produce right after he has harvested his crop, 
i.e. when prices are at the lowest. Having thus exhausted 
his source of cash income and unable to feed himself un- 
til the next harvest, the small farmer is forced later to 
buy that self-same produce at higher prices or incur new 
shackling debts, which have to be repaid through sales at 
low prices at the time of the next harvest. These double 
losses in his trading practices, plus the expropriations in 
paying the land rent and interest on loans, make it prac- 
tically impossible for the small farmer to improve his lot 
and start normal commercial production. 

Apparently, the compounded action of all these factors 
provides the only possible explanation for the deep gulf 
observed in many developing countries between the dynam- 
ics of prices at sectorial level and the marketable pro- 
duction of grain. Thus, in the Philippines the trade con- 
ditions of the traditional sector (represented, it is true, not 
only by food grain, but also copra and sugar cane), with 

' Marx spoke, and very aptly, about “calamity of seasonal 


abundance for this mode of production” (Karl Marx, Capital, 
Vol. III, p. 807). 
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jocal industry supplying it with consumer and producer 
goods, improved at an average rate of about 4% a year be- 
tween 1959-1961 and 1966-1968.1 Yet the production of 
marketable grain during that period decreased noticeably, 
if not in absolute terms at least in relative ones. As a re- 
sult, the share imports played in ensuring the country’s 
grain requirements increased by more than 50%. 

The low level of purchasing prices in some developing 
countries hinders the development of those types of agri- 
cultural production whose produce is designed to one de- 
gree or another for export. Burma in the 60s offers a ty- 
pical example. According to the estimates of the Soviet 
economist A. Zhabreyev, the Burmese government, which 
had a monopoly on the purchases and sales of export rice, 
made out of this operation in the early 60s no less than 
25% of the export price.2 According to Rastyannikov’s 
estimates the revenue expropriated by the government from 
the rice-growing farms amounted to between 34 and 40% 
of the export price of rice. Whatever the case, the state 
purchasing price for rice was only about half its export 
price and showed a tendency to decrease (from 53.5% in 
1961 to 48.2% in 1964).° The very low purchase prices 
affected rice production, so that harvests in 1966-1967 were 
almost down by 25% compared with 1962-1963.4 The 
trend repeats in other countries. Thus in Nigeria, state 
purchasing prices of cocoa beans in 1968 were only half 
the export price.®° Such a low price must have affected 
~ 1 Calculated from: George L. Hicks and Geoffrey McNicoll, Trade 
and Growth in the Philippines. An Open Dual Economy, Cornell 
University Press, Ithaca, 1971, p. 73. 

2 A. F. Zhabreyev, Agrarian Relations in Burma Today, Nauka 
Publishers, Moscow, 1971, p. 14 (in Russian). 

3-V. G. Rastyannikov, Developing Countries: Food and Politics, 
p. 89. 

4 At the end of 1967 the purchasing price for rice was raised 
and sales on the open market were permitted. As a result, produc- 
tion began to increase. But the country had to pay a high price 
for the earlier subversion of economic incentives. L. F. Goodstadt, 
“Burma’s Peasants’ Seminar: Peasants’ Parliament’, Far Eastern 
Economic Review (Hongkong), March 23, 1967, pp. 574-75; Economic 
Survey of Asia and the Far East, 1967, pp. 97-98. 

5 Jf. C. Krisel, An Evaluation on Statutory Marketing in Nigeria. 
Paper read at a Conference of the Nigerian Institute of Social and 
Economic Research, Ibadan, July 1968. 





LINKS BETWEEN PRODUCTION AND MARKET 485 


new planting. But since the cocoa-tree begins to bear fruit 
only after a number of years, the effect of the extremely 
low purchasing price will make itself felt only much later. 

It need hardly be said that the expropriation of revenue 
from the rural producer on the basis of state purchase 
prices differs basically both in its socio-economic nature 
and purpose from the tributes exacted by the teudals, mer- 
chants and money lenders. There can be no doubt that the 
state’s intervention in the sales of farm produce is a pro- 
gressive measure. Its purchases are an effective means for 
the very much needed stabilisation of prices and make it 
possible to achieve a certain redistribution of incomes to 
pay for national investment and current expenditure. But 
if the purchasing price is too low, it becomes an obstacle 
to agricultural advancement. 

The aggravation of the food problem prompted many de- 
veloping countries to take another look at their priorities. 
Steps were taken to strengthen the local grain sector of 
the economy. With the active help and direct material sup- 
port of the state, chiefly in the form of subsidised prices 
for means of production and services required by the agra- 
rian sector, work was started in the mid-60s on introduc- 
ing new hybrid high-yield varieties of wheat, rice and 
corn. This required the use also of irrigation, fertilisers 
and other artificial growth stimulators and means for the 
protection of plants. The technological changes in grain 
production resulting from these innovations are known in 
literature as the green revolution. 


2. The Green Revolution 


The data for South and South-East Asia provide a fair- 
ly good picture of the rate and scale of the green revolu- 
tion in the developing countries, since in that region the 
trend appears to have manifested itself most clearly. The 
area under high-yield varieties of wheat and rice is esti- 
mated to have exceeded 19 million hectares in 1970/1971 
against the several thousand only in the mid-60s. What 
is more, their share in the overall tracts of land sown to 
these crops rose to 36.6 and 13% respectively. High-yield 
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varicties of wheat were sown on particularly big areas in 
Pakistan (47.8% of the entire area under wheat) and of 
rice in Malaysia (24.5%) and the Philippines (50.3%).! 

The use of new varieties required a more intensive use 
of fertilisers, pesticides and irrigation and strict observ- 
ance of agrotechnical norms and timing of field work, 
which in turn provided the impetus for raising the gener- 
al organisational and technological level of agriculture in 
the developing countries. Thus, while the total amount of 
chemical fertiliser (estimated in active substance) increa- 
sed between 1953/1955 and 1964/1965 from 1.3. million 
tons to 4.1 million tons, five years later (in 1969/1970) it more 
than doubled—8.6 million tons. And out of the 4.5 mil- 
lion tons increase in fertiliser use, 2.5 million fell to the 
countries of South and South-East Asia. Fertiliser consump- 
tion in the 16 main rice-producing countries in 1964-1968 
increased at an average annual rate of over 16%, against 
the 11% in the previous five years. As for India and Pa- 
kistan, their annual increase in fertiliser use in 1965-1968 
amounted to 34%.2 The number of tractors in use in the 
developing countries almost doubled in the 60s and by the 
end of that decade reached the one million mark. 

The rapid growth of the material component of produc- 
tion expenditure and related services, as well as the in- 
crease in marketable production, tended to expand and 
deepen the agricultural sector’s ties with the market, making 
it increasingly dependent on the general state of the econ- 
omy. At the same time these processes also created cer- 
tain incentives for the advancement of industry, construc- 
tion, transport, trade and services. 

So without actually having time to show its full strength, 
the green revolution demonstrated strikingly the great ad- 
vantages the developing countries could reap for their econ- 
omic progress from applying more vigorously the achieve- 
ments of modern science and technology. At the same time 
this process revealed more starkly the absolute incompati- 


' Lester R. Brown. The Social Impact of the Green Revolution, 
Carnegie Endowment for International eae ek York, 1974. p. 12; 
The State of Food and Agriculture, 1972, p 

2 The State of Food and Agriculture, 067, p. 46; 1970, p. 168; 
1971, p. 31. 
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bility of such progress with archaic production relation 
and the urgent need for massive capital investments in 
agriculture. 

In view of the fact that the agrarian reforms have not 
been completed and there is a general lack of resources, 
in most countries affected by the green revolution it has 
not spread throughout the country, but just to separate 
parts. That, however, is not the crux of the matter and can 
be explained by the Jack of irrigation facilities in some 
parts. The main thing is that, given the existing socio-econ- 
omic structure, technological innovations essential for ef- 
fective use of the new high-yield varieties of rice, wheat 
and corn remain out of the reach of the greater part of 
the farmers. They lack the incentives (because of the 
share-cropping rent system), the knowledge, the money to 
buy fertilisers, the irrigation facilities, and the means to 
restructure the entire production cycle in keeping with the 
agrotechnical requirements of the new seed varieties. Last 
but not least, the harsh exploitation by trade and usury 
capital continues to weigh heavily on the small farmer. 

The main benefits of the green revolution are reaped by 
a small number of big and medium farms having solid fi- 
nancial and economic foundations. It is they who have 
been responsible for the overall growth in output and a 
certain increase in marketable supplies of grain. Taking 
advantage of their preferential position, they are rapidly 
building up their production potential, while the main 
mass of rural producers remain outside the development 
process. Moreover, their position is growing worse not only 
comparatively, but, not infrequently, in absolute terms too. 
Jn a word, when the green revolution proceeds uncontrol- 
Jed and undirected, it deepens the inequality in the rural 
areas and heightens social tensions in society. 

But that is not the only trouble. Since the bulk of the 
producers never taste the fruits of the green revolution, 
the opportunities for its advance are limited. The new ca- 
pitalist enclaves in the rural areas created by the green re- 
volution will sooner or later come up against a lack of sol- 
vent demand as overpopulation increases and the village 
grows poorer. If the present trends continue the possibili- 
ty of such a clash does not seem far off in many coun- 
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tries.! It is fraught with the danger of the appearance of 
considerable surpluses, dropping prices, a sharp slump in 
the rate of farm production, the worsening of the position 
and ruin of the smaller farmers, and, finally, the aggrava- 
tion of the problem of employment. If the green revolution 
is to be turned into an effective lever making for econom- 
ic and social progress, it is essential to deepen and widen 
the agrarian reforms. 


e+ FF 


Despite the great difficulties and the contradictions in- 
herent in the green revolution, it is impossible not to note 
the positive changes it has wrought in the grain sector of 
the developing countries, which are reflected in the streng- 
thening of its material and technological basis and increa- 
sed marketability. But a shortage of grain is only part of 
a wider and more general shortage of food in the develop- 
ing countries. An analysis of the situation in 69 countries 
in the 60s shows that, while food production lagged be- 
hind the population growth in just under half of them 
(49%), the lag from increased demand was felt in prac- 
tically four out of every five developing countries.2 And 
even in the mid-60s, when the import of grain there was 
at its highest, it accounted for only 40-50% of all food 
imports. ° 

In a number of countries the production of technical 
crops, the main raw materials for the rapidly growing light 
industry, lags noticeably behind economic requirements. 
This lag is the greatest in countries at the lowest stage of 
industrialisation, where the part played by the light in- 
dustry is particularly great. Thus, while imports of non- 


1 According to FAO, in most Latin American countries agri- 
cultural growth was limited at the beginning of the 70s already not 
so much by the weakness of its production basis, as by the lack of 
solvent demand for its produce (K. C. Abercrombie, “Agricultural 
Mechanisation and Employment in Latin America’, International 
Labour Review, July 1972, p. 16). 

2 Calculated from: World Economic Survey, 1969-1970, Table 43, 
pp. 134-35. 

3 The State of Food and Agriculture, 1967, p. 40; Multilateral 
Food Aid, United Nations, Doc. E/4352, June 6, 1967, Annex, p. 10. 
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food farm produce in Latin America rose between 1957- 
1959 and 1967-1969 by 37% (in volume), in the countries 
of South and South-East Asia it increased 120%, in the 
Middle East 180% and in Africa—240%.! The need to 
buy such raw materials abroad hindered the setting up of 
the relevant industries, hampered their uninterrupted work 
and dented the already thin hard currency reserves. In 
Latin America in 1969, 3.8% of all import expenditure 
went on such purchases, and in South and South-East 
Asia— 6.6% 2 

All this brings to the fore the question of multi-branch 
agriculture in the developing countries. Naturally, not every 
country in Asia, Africa and Latin America can achieve 
self-sufficiency in all types of agricultural produce. Be- 
cause of climatic and economic conditions it would be out 
of the question to set such an aim. In these countries the 
only way of eliminating the shortage of agricultural pro- 
duction is to raise the general level of economic develop- 
ment and increase export resources in every way. Diversi- 
fying the agrarian sector and thereby saving foreign cur- 
rency would help to solve the problem of employment and 
would accelerate the growth of the domestic market. 

This task, however, can hardly be resolved without re- 
course to additional scientific investigations: the breeding 
of new type of high-yield varieties of other food (legumi- 
nous, tuber, root and oil-yielding) and technical crops, as 
well as considerable improvements in the breed of local 
cattle and poultry. Experience indicates that if proper at- 
tention is paid to these problems they can, apparently, be 
resolved fairly quickly.* But spreading the use of advanced 
agrotechnical methods and increasing the productivity 
of agriculture in the developing countries is not so much 


' The 1968-1970 index is used for South and South-East Asia. 
Calculated from: The State of Food and Agriculture, 1971, pp. 210, 
217, 224, 233. 

2 Calculated from: Handbook of International Trade and Devel- 
opment Statistics, 1972, United Nations, New York, 1972, pp. 47, 75. 

3 The new high-yield varieties of wheat and rice seeds, whose 
use started off the green revolution, were produced in 5-6 and 
2-3 years respectively. As a result of intensive work in plant selec- 
tion, high-yield varieties of corn, sorghum, millet, rubber-trees and 
tea-plants have already been produced. 
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a scientific and technological problem, as a socio-economic 
one. 

That being the case, what is needed first and foremost 
for considerable progress in agriculture is a favourable so- 
cio-economic climate. And it can be shaped only through 
deep-going structural changes and a scientifically substan- 
tiated economic policy on the part of the state with the si- 
multaneous strengthening of the material and technological 
basis of agriculture. Radical changes in agricultural econ- 
omics in the developing countries are unthinkable without 
qualitative changes in the social and cultural development 
of rural areas, without raising very considerably the ini- 
tiative of broad masses of the rural population. To advance 
effectively comprehensive measures are required. 

Since many of the socio-economic reforms that are on 
the order of the day run counter to the interests of the 
economically and politically powerful sections of society— 
the big feudal and semi-feudal landowners, tribal chiefs 
and part of the commercial, industrial and financial groups 
—their implementation is associated with a bitter class 
struggle. In the final count, the scale on which the green 
revolution will eventually be put into effect depends great- 
ly on what factors and what socio-political forces will in- 
fluence the shaping of the state’s agricultural and overail 
economic policies in each country separately. 


CHAPTER EIGHT 
INDUSTRIALISATION 


No one today will dispute that industrialisation is essen- 
tial for the socio-economic progress of the developing coun- 
tries. Nevertheless economists and sociologists fail to agree 
on what should be understood under industrialisation, what 
is its essence and its main stages. The diversity of views 
on this issue, it seems to us, is due to three things, First, 
the tendency to regard industrialisation in isolation from 
its general historical mission, i.e. from the role it plays in 
advancing civilisation. Secondly, the attempts to define in- 
dustrialisation on the basis of the conditions in individual 
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countries or groups of countries with their own specific 
features and standing at various stages of social develop- 
ment. Finally, the essence of the process of industrialisa- 
tion as such is confused with the essence of its component 
parts. 


1. The Essence of Industrialisation 


When the Committee for Industrial Development of the 
UN Economic and Social Council met in 1963 for its third 
session, it discussed as a special question on the initiative 
of the Soviet Union a definition of the concept of indus- 
trialisation. Several drafts were submitted, and after a dis- 
cussion this was the definition adopted: ‘‘Industrialization 
is a process of economic development in which a growing 
part of the national resources is mobilized to develop a 
technically up-to-date, diversitied, domestic economic struc- 
ture characterized by a dynamic manufacturing sector hav- 
ing and producing means of production and consumer goods 
and capable of assuring a high rate of growth for the 
economy as a whole and of achieving economic and social 
progress.” ! Having agreed on this detinition the Committee 
saw it as a working arrangement only. However, it never 
returned to making it more precise, although that was cer- 
tainly necessary. 

Although in general terms the definition reflects the es- 
sence of the problem correctly, it leaves it rather vague. 
Besides, it fails to show industrialisation as a special stage 
in the development of productive forces. Yet industrialisa- 
tion is in effect an industrial revolution, i.e. the radical 
technical re-equipment of the entire economy with the 
subsequent switchover to machine methods of production. 
Industrialisation, naturally, is unthinkable without greater 
social division of labour and a diversified economic struc- 
ture. Consequently, industrialisation cannot be confined 
merely to the development of industry, let alone heavy in- 
dustry, it must be geared to developing machine produc- 


! Official Records: Thirty-Sixth Session. Supplement No. 44, 
Document K/3781 E/C. 5/37, United Nations, New York, 1963, p. 23. 
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tion in general, irrespective of sectorial structure or the 
order in which the various sectors are established. [n other 
words, industrialisation could begin, depending on circum- 
stances, in any sector, including agriculture. The main 
thing is that no matter what sector is chosen as the basis, 
it should be developed not in isolation from other sectors 
of the economy, but in tandem with them. 

The final outcome of industrialisation must be the deep- 
ening of internal integration, the abolition of the many 
different economic formations and the shaping of a single 
modern national economic complex corresponding to mod- 
ern world standards. Its most important component should 
be a dynamic manufacturing sector capable of ensuring the 
conditions for the reconstruction of all other sectors of the 
economy, and, on this basis, surmounting the backward- 
ness inherited from the past. Quite obviously its ability to 
do this will depend largely on the availability of the cor- 
responding means of production. Consequently, setting up 
their output as the necessary economic, organisational and 
technical conditions emerge is one of the main lines along 
which the manufacturing industry must develop. 

The economic backwardness of the former colonies and 
semi-colonies makes itself felt in the extremely limited pro- 
duction and consumption of industrial goods. Thus India’s 
per capita use of manufactured products in the 60s was 
1/40 of that of the United States, while its consumption of 
food per head was 1/5 of that of the United States.1 This 
indicates the need for accelerated advancement of the ma- 
nufacturing industry in developing countries. That same 
need is underlined by the fact that the demand for ma- 
nufactured products is growing faster than the real incomes 
of society. So the formation of a dynamic manufac- 
turing sector objectively helps surmount the obstacles on 
the way to economic progress that are the result of the 
lop-sided economic structure inherited by the developing 
countries from their colonial past. What is more, since in- 
dustry is the main carrier of organisational and technolo- 
gical progress, it is quite obvious that a special role, and 


' Angus Maddison, Economic Progress and Policy in Devel- 
oping Countries, New York, 1970, pp. 162-63. 
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a highly important one, in the industrialisation of the de- 
veloping countries belongs to an industrial basis. 

What distinguishes this process in the developing coun- 
tries is the fact that industrialisation began there in the 
age of the scientific and technological revolution, which 
marks a new and higher stage in the development of world 
productive forces. However, in principle, this does not 
change the idea of industrialisation. For one thing, because 
industrialisation is a condition for and paves the way 
to the scientific and technological revolution; and, second- 
ly, because industrialisation itself cannot ignore the exist- 
ing world technological standards. Although the modern 
scientific and technological progress, which is taking place 
at a time of a sharp aggravation of the contradictions with- 
in the world capitalist economy, does, of course, widen the 
scope for industrialisation, it also creates a number of ad- 
ditional serious difficulties. 

Whatever the case, industrialisation has to rely on the 
already existing production structure. In most developing 
countries, that usually means setting up the branches of 
industry that process local raw materials, supply agricul- 
ture and the mining industry with the consumer and pro- 
duction goods they need, and provide for the building of 
a modern infrastructure. What is actually achieved de- 
pends largely on the ability of each country to withstand 
the pressure of market forces and the general inertia of 
development, and on the balance of forces and the overall 
position of the developing countries in the world capitalist 
economy. 


2. Industrial Progress and the Main Features 
of Technological Policy 


No matter what conditions prevail in the individual de- 
veloping countries, their industrialisation must satisfy at 
least two main conditions. First, it must maintain certain 
proportions between the various sectors of the economy 
(taking into account, of course, participation in the inter- 
national division of labour), since if they are upset, the 
pace of production can slow down and production costs in- 
crease. Secondly, it is essential to assure a gradual tran- 
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sition from less effective to more effective socio-economic 
structures. In the final count, restructuring means increas- 
ing the role of the secondary and tertiary sectors of the 
economy, especially the manufacturing industry, by gra- 
dually cutting down the shares of agriculture and the min- 
ing industry. When a certain level of economic maturity 
has been achieved, the emphasis in restructuring falls on 
increasing the share of means of production in the gross 
product. That is the only way the developing countries can 
make their truly boundless potential for economic progress 
serve their national interests, a potential that rests on the 
accelerated growth of demand for means of production and 
greater incentives for developing other branches of the 
economy. 

Historical experience shows that there exists a direct 
connection between the qualitative and quantitative growth 
of the economy and its restructuring. Even a simple ac- 
celeration of the pace of economic growth requires a change 
in the functional structure of the gross product, and 
that means a redistribution of capital and labour between 
the various sectors and subsectors of the economy. Yet it 
does not follow that any acceleration of industrial growth 
automatically stimulates the modernisation of socio-econom- 
ic structures. Since one of the main criteria of industriali- 
sation is better proportions and more effective economic 
structures, it is highly important that the development of 
the primary sector, especially in agriculture, should not lag 
substantially behind the widening demand for its produce. 
Otherwise there will be structural imbalances because of 
the food problem and shortage of raw materials and be- 
cause of the slower growth of demand for manufactured 
goods. Industrialisation, therefore, requires a comprehen- 
sive approach. 

Much depends on the correct choice of the methods of 
industrialisation and of equipment and production techno- 
logy. Many developing countries suffer from a shortage of 
capital, a redundancy of labour, a narrow domestic market 
and inadequate access to external markets. That makes 
the method of extensive development of the economy high- 
ly important, since it kills two birds with one stone, en- 
suring greater production and increasing employment. But 
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important though it many be, extensive development has 
a very limited potential. The obstacles can be removed 
only through intensive growth, which promises the gradual 
organisational and technological improvement of all the 
economic links in the developing countries and, on this 
basis, the transition from traditional methods of produc- 
tion to an industrial system of productive forces and, sub- 
sequently, putting to use the achievements of the scientific 
and technological revolution. That means that extensive 
and intensive methods should be combined. 

In this context it is very important to maintain a ration- 
al proportion between large-scale and small-scale produc- 
tion. It might seem that large-scale production would be 
preferable in any circumstances, since it ensures higher 
productivity of labour and saves on the overall expenditure 
per unit of produce. But in the conditions that exist in the 
developing countries that is far from always being true. 
When there is a shortage of capital and a surplus of lab- 
our and the market is not saturated, then from the macro- 
economic point of view small-scale production is often more 
effective, even though the profits per unit of produce 
might be smaller. 

If the small-scale factories use simple equipment, it is 
not necessarily archaic and stagnant. Experience shows 
that while technological progress promotes the develop- 
ment of large-scale production, it also opens up wide op- 
portunities for modernising small-scale production, increas- 
ing its effectiveness, even given comparatively low capital- 
labour ratios and capital intensity per unit of produce. All 
combined, plus the shorter time needed to build it, this 
makes small-scale machine production invaluable for sa- 
turating the market with goods and reducing labour re- 
dundancy with a minimum expenditure. So the issue for 
most developing countries is not whether small-scale pro- 
duction is needed or not, but how they can support it and 
gradually modernise it. 

With an eye to current problems and also to the future 
need to increase production and employment, the develop- 
ing countries often combine small handicraft and _ large- 
scale machine production with various intermediate forms. 
They can benefit from all their internal potentials for 
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growth and the comparative advantages of international di- 
vision of labour, and also raise the efficiency of their eco- 
nomic system as a whole only through making simultane- 
ous use of the numerous different technological ways of 
production. As a survey of the ECAFE pointed out, in 
countries that have been unable to abandon traditional 
forms of production, it is hard to see how a modern indus- 
trial sector can be set up without serious conflicts. So the 
task is to adopt a co-ordinated program of industrialisation 
that would give sufficient room for the coexistence of both 
sectors in a dynamic form. Such a program, quite clearly, 
cannot be put through without guidance from the state. 

We should also bear in mind that the developing coun- 
tries have barely been able to digest the results of the in- 
dustrial revolution and have had no time to shape a more 
or less integral system of industrial production forces, 
yet they are already faced with the objective necessities of 
the scientific and technological revolution. From this point 
of view, too, the strategy of their technological develop- 
ment cannot rest on giving preference to one method of 
production. But if the transition from traditional methods 
of production to a new system of productive forces devel- 
oping on the basis of the scientific and technological rev- 
olution can be accomplished only through industrialisation, 
the policy of technological development must be directed, 
at least in the nearest future, towards an optimal combina- 
tion of extensive and intensive growth factors. 

So although industrialisation does seem to be the main 
line along which the liberated countries should channel 
their economic growth, any attempt to make it the only 
one or to reproduce it in old forms is doomed to failure. 
For, first, the industrial system of productive forces, as es- 
tablished in the developed countries, is showing clear signs 
of crisis, which is reflected in the aggravation of world 
energy, raw materials and ecological problems. Secondly, 
if applied to the developing countries, this system is simp- 
ly incapable of ensuring the optimal combination of exten- 
sive and intensive factors of growth and has not only to 
be reinforced with less mature economic forms, but also to 
be updated with the achievements of the scientific and 
technological revolution. 
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3. General Conditions and Dynamics 
of Industrial Growth 


Industry in the developing countries is fairly dynamic. 
In 1948-1976 the average annual rate of growth of indus- 
trial production amounted to 7.1% as against the 5% in 
the developed capitalist countries. The pace of industrial 
growth rose most sharply in the countries that won inde- 
pendent statehood after World War II: in the young Asian 
countries, for instance, it shot up to 7.7% a year on the 
average.! This very high rate was, of course, partially due 
to the fact that the initial level had been very low. It there- 
fore should not be overestimated. Yet the scale speaks 
for itself. In just over a quarter of a century the annual 
industrial output in the developing countries increased al- 
most 6.8 times over. Meanwhile, in that same time the 
main capitalist countries increased their industrial output 
only 3.9 times over. 

The accelerated industrial development should be view- 
ed in the context of the countries confined to agricultural 
and raw materials production winning and consolidating 
their independent statehood, and the accompanying shift 
of the focus in the struggle for national independence to 
the economic field. At the same time, the changes cannot 
be regarded as a direct outcome of just the disintegration 
of the colonial system of imperialism. It would be an even 
greater exaggeration to attribute them to the deliberate 
and purposeful economic policies of the young states. There 
are a great many factors, many of them contradictory, that 
were responsible for the industrial growth of the develop- 
ing countries and still influence it. One important factor, 
for instance, was that imperialism as a whole, and indivi- 
dual capitalist powers in particular, were no longer mon- 
opoly suppliers of the developing countries with the equip- 
ment they lacked or sole purchasers of their export prod- 
uce. Then there was also the sharp aggravation of inter- 
imperialist contradictions and competition between them. 
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' Here and further on, unless otherwise stated, calculations are 
based on value-added produce (Monthly Bulletin of Statistics, No- 
vember 1968; February 1974; November 1977). 
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Perhaps equally important were the general changes in the 
structure of the world economy, spurred on by the compe- 
tition and struggle between two opposite social systems 
and the development of the scientific and technological re- 
volution. And no doubt, the friendly assistance given by 
the Soviet Union and the other socialist countries helped 
very greatly to make industrialisation one of the main 
trends in the economic development of the countries that 
were once industrially backward. 

At the beginning of 1977 more than 3,000 various in- 
dustrial and other projects had been and were being built 
in the developing countries of Asia, Africa and Latin Ame- 
rica with the economic and technical assistance of the so- 
cialist countries, the number of those already commissioned 
amounting to some 2,300. Most of the projects with 
which the socialist countries helped are related to such 
important spheres of the economy as the metallurgical, en- 
gineering, chemical, petrochemical, power and construction 
industries. The implementation of the contracts signed and 
the agreements reached by that time will increase the pro- 
duction capacities of the developing countries very signi- 
ficantly. Steel output will rise by almost 30 million tons 
a year, oil production by 60 million tons, oil refining by 
more than 30 million tons, and electricity output by about 
13 million kilowatts. Big engineering plants have been 
built and are operating successfully. The construction of 
hydrotechnical projects and irrigation networks have made 
possible the irrigation of 3 million hectares of arid lands. 
Thanks to joint efforts in building pipelines and develop- 
ing gas fields, more than 30 billion cubic metres of gas 
are now available to the developing countries for domestic 
use and export. 

These and other capacities built in collaboration with 
the CMEA countries are forming the nucleus of national 
industries, the basis for modern national economic systems, 
not just sectorial or territorial production centres. Suffice 
it to say that just in 1976 the hydro- and fuel power sta- 
tions built with Soviet assistance accounted for 63% of 
the entire electricity production in Afghanistan, 52% in 
Egypt and about 20% in India. During that same year 
26% of Afghanistan’s entire industrial output came from 
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factories built with Soviet economic and technical assist- 
ance, 

These facts and figures speak volumes for the socialist 
countries’ contribution to the industrialisation of the de- 
veloping countries. But its significance is not confined to 
the purely material assistance in industrial construction. 
The socialist countries’ vigorous aid to the developing coun- 
tries in building up the foundation of a modern economy, 
and the fact that it is disinterested and based on principles 
of equality and mutual advantage, dealt a heavy blow 
to the entire system of unequal world economic relations 
that had enmeshed the developing nations in colonial times. 
The growing co-operation of the developing countries 
with the socialist world strengthens their position in re- 
gard to the imperialist powers, forcing these last to make 
certain concessions. 

The imperialists, anxious to keep the developing nations 
within the sphere of their political and economic interests, 
can no longer ignore their interests completely, as they 
used to do. In order to keep open their access to sources 
of raw materials and to the markets of the developing coun- 
tries, the imperialist powers have had to step up their 
investments in the economy of those countries, involve 
state resources, sometimes reduce interest rates on loans, 
prolong terms of repayment, make technical and some- 
times considerable legal concessions, gradually abandoning 
the more odious forms and methods of expansion. There- 
fore, it is largely thanks to the assistance of the socialist 
countries that the developing nations have received the 
opportunity to turn the money and technical know-how ob- 
tained from the West to their own uses. That is how so- 
cialism indirectly influences the acceleration of industriali- 
sation of the developing countries. 


4. The Main Trends of Industrialisation 


The success of the developing countries in assuring the 
necessary proportions between the various sectors of the 
economy and the optimal combination of different techno- 
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logical methods of production depends to a great extent on 
the nature and scale of their participation in the interna- 
tional division of labour. No country today can exist in 
isolation from world economic processes. That is the main 
feature of the present stage in the development of produc- 
tive forces. It is determined by the worldwide trend to- 
wards internationalisation of production and ever greater 
international division of labour. But this trend, far from 
ruling out national economic patterns, requires them as an 
important prerequisite and basis for the socio-economic ad- 
vancement of all countries and peoples in the world. Of 
course, each country’s participation in the international di- 
vision of labour depends on the size of its population and 
other concrete conditions. What remains to be determined 
is the right combination of domestic and external factors 
of economic growth. Neglect of any one of them will in- 
evitably diminish the efficiency of social production and de- 
prive a country of the advantages it could reap from in- 
ternational or domestic division of labour. 

In principle there are different ways of taking advan- 
tage of these benefits and the savings resources corres- 
pondingly. In some cases, for instance, it is more advant- 
ageous to develop certain sector, even though this may 
cost the nation more. That would be the case if foreign 
currency is saved by import substitution, or if earnings 
from increased exports are used to import goods more ex- 
pensive to produce locally. The need to find the optimal 
combination of the export industries and the import-substi- 
tuting industries is self-evident. At the same time if the 
world market stagnates or if conditions of foreign trade 
sharply deteriorate, import substitution can become the 
only alternative, even if it fails to reduce overall expendi- 
ture, as has been the case in many developing countries. 

Import substitution has played a noticeable role in build- 
ing up the industrial potential of the developing countries. 
A new manufacturing industry there of necessity relies 
chiefly on the requirements of the domestic market. This 
is in contrast to the mining industry, which emerged in 
old times exclusively to meet the needs of the imperial 
country. The needs of the domestic market were mostly 
covered by imports. That is why new production capaci- 
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ties were initially designed to force foreign goods off the 
domestic market. 

This trend in industrialisation is by no means a new 
one. In effect, all the developed capitalist countries of the 
world, with the exception of Britain, went through that 
stage in their industrial development to one extent or an- 
other since initially part of the commodities they began to 
produce had first come to the country through foreign trade 
channels. It still happens there today too, since new in- 
dustries emerge and are built up very unevenly. But im- 
port substitution has long ago ceased to be the main trend 
in their industrial development, when the bulk of invest- 
ments were channelled to factories making goods that un- 
til then had to be imported. Today such new production 
capacities in the developed capitalist countries are only one 
of many factors of industrial growth and of the changes 
that this growth makes in the already existing internation- 
al division of labour. 

At the same time import-substituting industrialisation in 
the countries of Asia, Africa and Latin America differs in 
many respects from that in what are now the industrially 
developed countries. One reason is that the gulf has deep- 
ened very greatly between the levels of development of 
the industrially advanced and backward countries, and an- 
other is that the technological dependence of the latter on 
the former has assumed unprecedented proportions. Other 
equally important reasons are the very important role that 
foreign capital plays in the industrial development of the 
liberated countries, and the fact that many countries have 
had to make import substitution their main trend in in- 
dustrialisation, which has posed additional problems and 
difficulties. 

In a number of cases it was the insufficient supplies of 
goods in demand on the local market that gave the direct 
impetus to the construction of manufacturing plants. At 
first the shortage of manufactured goods arose sporadic- 
ally, in years of bad harvests, or when prices fell on the 
world capitalist market, or at times of crises or war, which 
disrupted the normal course of world foreign trade. Then 
under the impact of the internal forces of economic devel- 
opment and because of the lop-sidedness of economic struc- 
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tures and unfavourable trends on the world raw materials 
market, the shortage became more or less constant. But as 
a deliberate policy of industrialisation, import substitution 
appeared only after the developing countries won and be- 
gan to consolidate their national statehood. 

In the first half of the 60s, the industry built up in the 
developing countries according to UNOID estimates alre- 
ady produced on average about 80% of all goods for do- 
mestic consumption and export.‘ The role of locally ma- 
nufactured goods is far from being the same on all the 
markets of Asia, Africa and Latin America, let alone in in- 
dividual states. As a rule it is directly proportional to the 
capacity of the national market, which as has already been 
shown, depends on the degree of economic maturity and 
the size of the population of each country. The share of 
locally manufactured goods at that time was the greatest 
on the markets of the Latin American countries and the 
smallest in Africa. Since the process of import substitution 
had made the biggest advances in Latin America, it is ex- 
amined first on the example of that region. 2 

By the beginning of the 60s, on average 14% of the lo- 
cal consumption of manufactured goods, was met through 
imports in 16 Latin American countries. That is about 
33.4% less than in the first half of that decade in all the 
developing countries taken together. In countries with a 
bigger domestic market this self-sufficiency in manufac- 
tured goods was higher than in the other countries of the 
continent. The only exception was Venezuela, which, al- 
though it had a fairly big market capacity (5th on the 
continent in gross consumption of manufactured goods and 
2nd in per capita consumption), also had the highest figu- 
re, 45%, for the share of imports in meeting domestic re- 
quirements. ° 

As for the other Latin American countries, it is easy to 
trace a dependence between the supplies of locally manu- 


! Industrial Development Survey, Vol. 1, United Nations, New 
York, 1969, p. 84. 

2 This is also because more of the necessary statistics are 
available for Latin America than other regions. 

3 Calculated from: The Process of Industrial Development in La- 
tin America, p. 117-18. 
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factured goods and the real capacity of the domestic mar- 
ket. In Argentina, which then had a population of about 
24 million, and in Brazil with its population of 66 million, 
and which accounted for more than half the manufactured 
goods of Latin America, domestic production satisfied 93 
and 91% respectively of all consumer demand. In Chile, 
Colombia, Peru, Mexico and Uruguay the local industry 
supplied from 82 to 84% of domestic demand for manu- 
factured goods. While in the first four countries this very 
considerable development of industry geared to the domes- 
tic market could be largely attributed to their fairly big 
population (from 8 to 36 million), in Uruguay it was due 
primarily to the comparatively high level of economic de- 
velopment. Although it had a population of only 2.5 mil- 
lion against Peru’s 10 million, the manufacturing goods 
market was just half of Peru’s. In the smaller countries of 
the continent, like the Dominican Republic, Ecuador and 
Guatemala, imports satisfied from 27 to 30% of the de- 
mand for manufactured goods, in Honduras—-33%, and in 
Nicaragua, El Salvador, Costa Rica and Panama—from 37 
to 40%. 

In Asia, too, after the countries won independent state- 
hood, many of them quickly decreased the share of im- 
ports in the consumption of manufactured goods. The share 
of domestically manufactured goods on the home market 
increased in 1962/63 compared with 1955/56 in Sri Lanka 
from 43 to 52%, in Burma from 62 to 78%, and in the 
Philippines from 79 to 85%.1 In India imports accounted 
for only 11.5% of all manufactured goods sold on the do- 
mestic market in 1965/66, compared with the 24.7% in 
1955/56. ? 

As African countries were winning independent state- 
hood, a similar process began there. It was most marked 
in the Maghreb countries and in Egypt and the Sudan. 
With the exception of Algeria, which was the last to win 
independence, the expansion of industry was largely the 
outcome of import substitution, although its rate and forms 


1 Industrial Development Survey, Vol. 1, p. 85. 

2 Calculated from: Jaleel Ahinad, Import Substitution and Struc- 
tural Change in Indian Manufacturing Industry, 1950-1966, Caw- 
bridge, Massachusetts, August 1966. 
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differed from one country to another,—that was the con- 
clusion of an ECA survey. But while in 1963 the develop- 
ing countries of the African continent still imported manu- 
factured goods to cover 49% of their domestic demand, by 
1969 this figure had been reduced to 37%. ! 

When examining the degree of self-sufficiency in ma- 
nufactured goods of individual developing countries and 
regions, it should be remembered that the share of im- 
ports in the internal balance of trade depends on many 
factors. The need to import is determined not only by the 
level of industrial development reached but also very large- 
ly by the degree to which the local industries comple- 
ment each other. Another important factor is the availabi- 
lity of foreign currency and the overall situation on the 
domestic markets of the developing countries, because the 
expenditure on imports of manufactured goods has to be 
brought into balance with the need to import other goods, 
non-manufactures, and first and foremost—food. Conse- 
quently, the ratio between production and imports of ma- 
nufactures can be subject to many changes. But if one 
stems from the real solvent demand—-and no other objec- 
tive economic criteria exist—then the degree of self-suf- 
ficiency in manufactured goods in the developing countries 
can serve to characterise the situation in this field. 

Industry’s ability to capture the national market is not 
only a necessary phase in the industrialisation of the de- 
veloping countries, but its important stimulating function. 
It makes it possible to partially surmount the negative 
consequences of the narrow raw materials specialisation 
within the capitalist world division of labour. Moreover, as 
it gains access to a ready market, industry can go beyond 
the limits set by the dynamics of the internal solvent de- 
mand. That, incidentally, largely explains why in a num- 
ber of countries industrial construction has proved success- 
ful without regard to the development of other sectors of 
their economy. In turn, the increase in the industrial and 
general economic potential achieved in this way helps to 
speed up the expansion of the domestic market—the nar- 


' Calculated from: Survey of Economic Conditions in Africa, 
1970, United Nations, New York, 1974, Part I, p. 74. 











LINKS BETWEEN PRODUCTION AND MARKET 205 


rowness of which is one of the main obstacles to industrial 
progress. What is more, the industrial enterprises founded 
in the course of import substitution pave the way to set- 
ting up new closely connected plants geared to supplying 
them with materials and equipment. 

The following figures provide some idea of the contribu- 
tion made by import substitution production to the dyna- 
mics of industrial growth in the developing countries. 
Thus, between 1929 and 1960 import substitution account- 
ed for about 50% of the overall increment in industrial 
production in Chile, no less than 30% in Argentina and 
Colombia, and about 20% in Brazil and Mexico.! Import 
substitution gave an even bigger impetus to industrial de- 
velopment in the Asian countries, where the process of in- 
dustrialisation began somewhat later. In India, for instance, 
22% of the increment in gross industrial output came 
from import substitution in just 15 years (1950/51-1965/ 
66), and in Pakistan 20% in 9 years (1954/55-1963/64).? 

In addition, production for the domestic market, whether 
directly for import substitution or meeting the additional 
solvent demand created by economic progress, increases 
supplies of local manufactured goods in the developing 
countries. UNOID estimates that between 1955-1959 and 
1960-1964, when domestic consumption of manufactured 
goods increased at an average annual rate of 5.9%, their 
production in the developing countries was increasing at 
a rate of 6.6%, while imports from other areas of the world 
rose by 3.6%. In the ten years from 1955 to 1964 about 
87.5% of the overall increase in supplies of manufactured 
goods for domestic consumption (and for export) in the 
developing countries was assured by expansion of produc- 
tion within those countries themselves. As a result, in 
{960-1964 the proportion of manufactured goods imported 
into the countries of Asia, Africa, and Latin America from 
other areas dropped by more than 10% compared with the 
second half of the 50s—from 24.5 to 21.9%.3 The absolute 
scale of this process is evident from the following figu- 
res: according to UNOID estimates, “if imports of manu- 


' The Process of Industrial Development in Latin America, p. 50. 
2 Jalee] Ahmad, op. cit., pp. 9, 19-20, 
3 Industrial Development Survey, Vol. 4, pp. 83-84. 





7 


s 





= 


206 A. Y. ELYANOV 


factures by developing countries from outside sources in 
the early 1960s had maintained the relative role in total 
supplies (production plus imports) that they held in the 
late 1950s, then the import bill of developing countries as 
a whole for manufactures—in present prices—might have 
been about $3,000 million a year greater’. ! 

So on the whole, the process of ousting imports from the 
national markets did create certain prerequisites for speed- 
ing up industrial growth. And it was largely thanks to this 
that the developing countries were able to expand their in- 
dustrial potential in a fairly short time and be ready to 
tackle another important task—that of becoming self-suf- 
ficient in a number of important or mass production goods. 

However, although import-substituting industrialisation, 
like any other form of economic growth, solves certain 
problems and surmounts certain obstacles, it creates new 
ones. That is the law of any kind of development. In that 
sense import substitution can operate only within definite 
economic boundaries. If it goes beyond them, its advantages 
turn into disadvantages. These boundaries are particu- 
larly narrow in countries with a small population and in 
the less developed countries. The growth of import-substi- 
tuting production expands the local market and generates 
an additional demand for manufactured goods, especially 
goods for production purposes. That brings to the fore the 
problem of organising their production on the spot or hav- 
ing to import them. When there is a shortage of capital, 
know-how and the trained personnel and demand for such 
goods is strictly limited, it would seem more realistic in 
the initial stages to import the lacking goods. So even when 
the growth of the manufacturing industry in the develop- 
ing countries is geared to the domestic market, this pro- 
cess is linked with the deepening of world trade exchanges. 

Many economists believe, and their view is backed up 
by the economic experience of the young countries, that 
imports should develop faster than production. That is the 
premise, incidentally, which forms the basis for the calcu- 
lations of the general economic requirements of the devel- 


' Thid., p. 83. 
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oping countries in the period of the Second United Na- 
tions Development Decade.! To pay for the required im- 
ports, it is necessary to step up exports or use foreign loans 
but the repayment of these loans will also require the 
expansion of exports. This makes it increasingly important 
to develop exports of manufactured goods, especially for 
countries that do not possess the raw materials which are 
in short supply or in great demand. 


Table 28 
Developing Countries: broduction, Imports and Exports 
of Manufactured Goods 


(average annual growth rate, %%) 











Including 
1955- 
1972 |1955- | 1960- | 1965- | 1970- 
1960 | 1965 | 1970 | 197 

Production 6.9 | 7.3 | 6.8 | 6.4 | 8.2 
Imports BOF As7 Set 7.4 | 4.8 
Exports 8.4 | 3.1 | 8 12.4 | 12.9 
Production/imports growth rate 
ratio 1.23 | 4.56 | 1.33 | 0.87] 1.74 
Production/exports growth rate 
ratio 0.82 | 2.38 | 0.85 | 0.52] 0.64 


Calculated from: Handbook of International Trade and Development Sta- 
listics, 1972, Monthly Bulletin of Statistics, November 1971; January 1974; 
February 1974; Statistical Yearbook, 1973. 


A general idea of the relationship between production 
and foreign trade in manufactured goods in the developing 
countries is offered by the statistics cited in Table 28. In 
1955-1960, when the foreign currency reserves in most de- 
veloping countries had not yet been exhausted and the pro- 
cess of import substitution was only picking up strength, 


' According to these calculations imports should rise to 7.9% 
in order to raise the average annual increment of GDP of the de- 
veloping countries (this does not include the oil-exporting countries) 
in 1970-1979 to 6.6%) (Financial Resources for Development. Trade 
Prospects and Capital Needs of Developing Countries During the 
Second UN Development Decade. Report by the UNCTAD Secretariat, 
Doc. TD/118/ Supplement 3, December 22, 1971). 
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the production of manufactured goods was increasing at 
an average annual rate of 7.3%, although their export was 
rising by only 3.1%. Subsequently, as the possibilities of 
the first and easiest stage of import substitution were more 
or less exhausted and the situation with foreign currency 
deteriorated, the significance of exports of manufactured 
goods increased noticeably. But since the initial level was 
so low, even the more than treble acceleration of their 
growth rate in 1960-1970 (up to 10.2%) proved insuffi- 
cient to prevent a slowing down of production (to 6.6%). 
How seriously the dynamics of production in the manufac- 
turing industry depended on the export of manufactured 
goods made itself particularly evident in the early 70s, 
when its pace of growth rose: in 1970-1972 the increase in 
the production and export of manufactured goods went up 
to 8.2 and 12.9% respectively. These figures prompt the 
conclusion that in the last of the examined periods the sti- 
mulus for the acceleration of production was not so much 
the extra money made from exports, but the wider access 
to the markets for such goods. This conclusion is confirmed 
by the priority growth of production compared to the 
import of manufactured goods in 1970-1972. 

Such a considerable acceleration of exports of manufac- 
tured goods proved possible largely thanks to the expan- 
sion of industrial processing of the mineral and agricul- 
tural raw materials designed for export. This included the 
enrichment of metallic ores, the smelting of ferrous and 
non-ferrous metals, the canning of fruit and vegetables, 
the processing of skins, hides and wool, production of fab- 
rics and vegetable oil, etc. In other words, processing that 
made it cheaper to transport the goods to the centres of 
consumption and helped to smooth out ecological problems 
in the developed capitalist countries. At the same time the 
rapid increase in the export output of the manufacturing 
industry was in part cue to the fact that some of the eco- 
logically harmful and labour-intensive industries, or tech- 
nological processes, were being shifted to the developing 
countries. A case in point is the opening of factories to as- 
semble electronic devices, for which parts were made in 
the capitalist countries and which were sent back there for 
final adjustment, too. 
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In view of the absence of statistics it is impossible to fol- 
low through the dynamics of the physical volume of the de- 
veloping countries’ trade in manufactured goods after 1972. 
What is known, however, is that the money earned by such 
exports in 1975 covered only 27% of expenditure on their 
imports, against the 33.5% in 1972.1 That seems to indi- 
cate that after 1972 the stimulating effect of exports on 
the dynamics of industrial production was reduced. One 
thing that is practically certain is that the deterioration in 
the balance of trade of manufactured goods was to some 
extent due to the serious changes in price proportions on 
the world capitalist market at that time. That inevitably 
had a negative effect on the capitalist countries’ ability to 
purchase the industrial export of the developing countries. 

When assessing the role exports played in stimulating 
industrial production in the developing countries, it is es- 
sential to bear in mind also that the export of manufactured 
goods did not develop favourably in all countries and 
regions even when the price climate was right. Take India, 
for example, which has one of the biggest industrial po- 
tentials among the liberated countries. Its exports of ma- 
nufactured goods dropped from 17.4% in 1955/56 to 7.4% 
in 1965/66.2 The African countries exported on average 
13% of their gross industrial output in 1969 as against 
15% in 1963. 3 

On the whole, the export of manufactured goods, as in- 
dustrial production in general, is growing very unevenly in 
the developing countries. In 1969, for instance, almost 93% 
of all manufactured goods exported to the capitalist coun- 
tries came from 35 developing countries, 87% came from 25 
countries, and 69% from only 15.* If one also takes into 
account, apart from the money earned from the exports of 
manufactured goods, its dynamics and share in the overall 
export trade of each country, we find that according to the 


' Calculated from: Handbook of International Trade and Devel- 
opment Statistics, 1976, UNCTAD; Statistical Yearbook, 1976, United 
Nations. 

2 Calculated from: Jaleel Ahmad, op. cit., pp. 29-34. 

3 Calculated from: Survey of Economic Conditions in Africa, 
1970, Part I, p. 74. 

4 Calculated from: Trade Manufacturing of Developing Countries. 
1970 Review, UNCTAD, New York, 1971, p. 418. 
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figures for the first half of the 70s there were only 5 to 7 
developing countries (their total number and composition 
did not always coincide from year to year) that could be 
regarded as having a big and quickly growing export trade 
in manufactured goods. ! 

That is the general picture of the changes in regard to 
the developing countries’ exports of manufactured goods. It 
prompts the conclusion that in most of the young states ex- 
ports still lag seriously behind the demands made on them 
by industrial growth and this has a negative effect on the 
process of industrialisation. At the same time, participa- 
tion in the international division of labour has helped to 
speed up changes in the structure of their manufacturing 
industry. 


5. Changes in the Inter-Sectorial 
Proportions of Industry 


The sectorial structure of industry in the developing 


countries carries all the hallmarks of their general socio- 
economic backwardness and of the dependent nature of 
their economic growth. It is also affected by such attributes 
of underdevelopment and dependency as a low per capi- 
ta income with a very uneven distribution of incomes, and 
limited capacity and fragmentation of local markets, aggra- 
vated by the countries’ unequal position in the world capi- 
talist division of labour. Taking the developing countries as 
a whole, it is easy to see that right up to the beginning of 
the 70s their mining industry developed faster than indus- 
try as a whole. As a result, in 1970 the share of the min- 
ing industry was 23%, an increase from the 16.8% in 


1 This includes only countries where exported manufactured 
goods are more than 50 million dollars’ worth a year, where their 
share is at least 1/3 of all exports and their rate of growth higher 
than the average world rate for 1967-1973 which was 15-16%) a 
year. Sources: The Second Development Decade, Trends and Policies 
in the First Two Years, UNCTAD, New York, 1974; Mid-Term 
Review and Appraisal of the Implementation of the International 
Development Strategy. Trends and Policies in the First Four Years 
of the Second Development Decade, TD/B/550/ Add. 1 (Part I), 
February 3, 1975. 
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1948.! This serves as an indirect confirmation of the fact 
that the developing countries are still regarded on the world 
market as suppliers of raw materials. Subsequently the 
rate of growth of the mining and manufacturing industries 
became about equal, but this was not only because the ma- 
nufacturing industry began to grow more rapidly, but also 
because the mining industry’s pace of growth slowed down. 
This was due to the fact that in 1973-1974 world prices for 
oil and certain other minerals shot up. Nevertheless, it could 
be confidently said that the nature of industrial develop- 
ment in the non-industrial countries had undergone very 
substantial changes (see Table 29). 


Table 29 


Sectorial Dynamics of Industrial Production 
in the Developing Countries 


(%% to first year of each of the examined period) 


Including 
Industry 1938-1948 1948-19%§ QR 
1948-1958 1958-1968 1968-1976 


Mining 150 219 293 
of which oil 
and gas 200 270 294 
others 118 162 167 
Manufacturing 178 189 
of which hea- 
vyindustry {61 231 225 
light  indu- 
stry 132 412 167 157 
Electricity, 
gas and water 
supplies 192 1,669 265 280 225 
Industry as a 
whole 144 676 192 206 171 





Calculated from: Monthly Bulletin of Statistics, November 1968; Febru- 
ary 1974; November 1977, 


' Calculated from: Monthly Bulletin of Statistics, November 1968; 
February 1974; November 1977. 
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As in the past, the growth of the mining industry was 
connected very closely with the needs of the world capitalist 
market. But it can no longer be regarded as its mere appen- 
dage. In the new historical conditions an entirely new role 
belongs to the mining industry of the developing countries. 
For one thing, the export of minerals and fuel is a highly 
important source of currency earnings for many of the 
countries, providing the money to buy the things they lack, 
both equipment and consumer goods. Secondly, other sec- 
tors of their own economies are rapidly increasing their re- 
quirements in mineral resources and fuel. Thirdly, the min- 
ing industry has for the greater part already been national- 
ised. The first to be affected by this process was the oil in- 
dustry. That part which still remains in the hands of the 
international corporations operates on terms that are more 
favourable to the developing countries. They now get a 
greater share of the profits, they process more of the oil 
that goes for export, there is greater integration with other 
sectors of the national economy, and stricter control is exer- 
cised over the operations of the monopolies. In addition, 
many national firms have been set up to develop mineral 
resources. 

So when assessing the growth rate and the role of the 
mining industry in industrial production in the developing 
countries, it is essential to keep in mind their requirements 
in currency and raw materials. Looking at it that way, we 
come to the conclusion that a faster growth rate of the min- 
ing industry in itself cannot serve as a reason for speaking 
of increasing economic disproportions. Moreover, a more 
detailed analysis shows that the shift towards the mining in- 
dustry that was noted until the beginning of the 70s in 
the industrial structure of the developing countries was 
connected with the production of oil and gas, and that ap- 
plies to only a very limited number of developing countries. 
The mining of other minerals, even when geared chiefly to 
the world market, grew much more slowly than the manu- 
facturing industry. Thus, while production in the mining 
industry in the developing countries (excluding oil and gas) 
increased 3.2 times over between 1948 and 1976, produc- 
tion in the manufacturing industry increased 5.9 times over, 
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including a more than tenfold increase in the heavy indus- 
try. ! 

It is significant that changes in favour of the manu- 
facturing industry took place not only in the Latin Ameri- 
can countries, where industry is better developed, but also 
in the less developed Asian countries. Leaving out the oil 
and gas industry in the Asian countries, which plays a spe- 
cial role in the world economy, we find that by 1972 the 
manufacturing industry’s output measured in terms of va- 
lue-added production was 17.2 times greater than the min- 
ing industry’s, compared with the 10.6 times in 1948. For 
comparison it should be noted that in the capitalist world, 
too, the situation there in 1958 regarded as something of a 
yardstick, ? there was also a 17-times gap between the va- 
lue-added production of the mining industry (without oil 
and gas) and the manufacturing industry. 

That, along with the lop-sided development of mining 
and the rapid growth of requirements in raw materials for 
the manufacturing industry, transport and construction, dis- 
proves the view that the developing countries are well sup- 
plied with raw materials of their own. That view is more 
of a throwback to the old ideas than a conclusion based on 
an analysis of the real state of affairs today. Perhaps if 
the developing countries operated as a single integrated econ- 
omic entity there would have been reason for such a view. 
But when you look at the individual regions and countries, 
the situation is very different. Even countries that are world 
exporters of mineral wealth do not, in their majority, have 
the full complement of minerals needed. When they do have 
the necessary resources they come up against immense dif- 
ficulties in making use of them. 

Apart from the shortage of capital and trained personnel, 
the development of local mineral resources for the needs 
of the growing heavy industry is complicated by the ex- 


! The UN classification is used. It includes in the heavy industry 
only the branches of the manufacturing industry with a specific 
production technology, ie. metallurgy, metal-working, oil refining, 
partially chemical industry, etc. The light industry covers the 
textile. clothing. leather and footwear, food, and similar industries. 

2 Calculated from: Monthly Bulletin of Statistics, November 1968; 
February 1974. 
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tremely limited demand for them. When the minerals are 
exported, the growth of home consumption often reduces 
the export potential. So for the majority of the developing 
countries it would be more correct to speak of the insuffi- 
cient development of the mining industry, rather than its 
excessive development. 

The unsatisfactory rate of development of mineral resources 
is most noticeable in the biggest countries, which have 
a comparatively advanced heavy industry using, unlike the 
light industry, chiefly mineral raw materials. In Mexico, 
for instance, copper, lead and zinc ores were mined exclu- 
sively for export in 1939-1941. In 1950-1953 the home mar- 
ket picked up about 18%, 5% and 6% of their production 
(in metal content). And in 1963-1964 the domestic consump- 
tion of metals from these ores already rose to 66, 39 and 
15% of the gross output. That, combined with a slow 
growth of the production of copper ore and a slight drop in 
that of lead ore (about 4%), reduced the country’s export 
resources and aggravated its foreign currency difficulties. ! 

In India, on the other hand, where during the colonial 
days mining wasn't developed to any extent, an acute short- 
age of mineral raw materials made itself felt as the heavy 
industry advanced after independence. The government be- 
gan to invest heavily in mineral prospecting and mining to 
reduce the shortage. Thanks chiefly to the efforts of the 
public sector, the rate of growth in the mining industry was 
raised by almost 70% between 1950/51 and 1965/66 (from 
4.7 to 7.8%).? In spite of this India had to import copper, 
tin, lead, sulphur and other minerals and semi-processed raw 
materials in increasing quantities. As a result, its expendi- 
ture on imports of non-ferrous metals increased almost 2.5 
times over between 1950/54 and 1965/66. True, exports of 
minerals during that period increased fourfold, while the 
share of earnings from their sales in the overall export ear- 


! Calculated from: William O. Freithaler, Mezico’s Foreign Trade 
and Economic Development, Frederic A. Praeger Publishers, New 
York, 1968, pp. 91, 147, etc. 

2 Calculated from: G. K. Shirokov, Industrialisation of India, 
pp. 183-85. 

3 Caleulated from: Jaleel Ahmad, op. cit., p. 32. 
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nings tripled (from 3 to 9.2%).! But as exports on the 
whole grew slowly, while the country’s import requirements 
expanded quickly, this increase was in effect nullified. 

Strange as it may seem at a first glance, countries with 
a much lower level of industrial development encounter 
very similar difficulties. Disproportions in the economy, en- 
gendered by the insufficient growth of the mining industry, 
are usually rooted in the limited volume and unfavourable 
structure of domestic demand. It affects very greatly the 
overall dynamics and sequence of the building up of the 
various branches of the manufacturing industry. This lack 
of mineral resources made itself felt particularly strongly 
after the sharp price rise following the aggravation of ener- 
gy and raw materials problems in the world capitalist econ- 
omy. 

There are considerable disproportions in the industry of 
the developing countries not only at the inter-sectorial but 
also intra-sectorial level. In other words the gap between 
the mining and manufacturing industry can be regarded 
as responsible for disproportions in the manufacturing in- 
dustry itself. A general idea can be obtained from the dynam- 
ics of the branch structure of this sector of the economy 
illustrated by Table 30. 

The figures in Table 30 show that a distinctive feature 
of the manufacturing industry in the liberated countries is 
the remarkably rapid growth of the heavy industry (remark- 
able for such a low level of development). Even in Asia 
the share of these industries in the output of value-added 
produce increased in a quarter of a century (1948-1976) by 
2/3 to make up almost 1/2 of the total volume. In the Latin 
American countries, with their more developed industry, 
the increase in the heavy industry’s share in value-added 
produce during that same period amounted to 6/7. As a re- 
sult, in the ratio between the heavy and the light industry 
that area even surpassed somewhat the average standard 
for the first postwar years in the developed capitalist coun- 
tries. It is quite possible that some of the products which 
the Latin American industry produces today were then non- 
existent altogether. 


' Calculated from: L. A. Vladimirsky, /ndia’s Export Branches 
and Exports, Nauka Publishers, Moscow, 1970, p. 95 (in Russian). 
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Table 30 


Structure of Production in the Manufacturing Industry 
ef the Non-Socialist Countries (%%) 





Branch of industry 





Group F Chemi- 
of countries Year | Light |Heavy |ca} and|Metal-| Metal- 
Oil | lurgy orks Food |Textile 
refin. ng 








Developing 1948 | 62.8 | 37.2 | 44.7] 3.9] 8.5] 29.8] 16.6 
countries 1958 | 63.6 | 36.4 | 16.8] 4.7 | 11.8 | 29.3] 15 
1968 | 54.2 | 45.8 | 17.3] 6.4] 18.3] 26 12.8 
197A | 48.2 | 541.8 | 18.4] 6.2] 24 24.4 | 12.5 
1978 | 43.4 | 56.6 | 23.5] 6.6] 22 19.7] 9.4 
Latin America] 1948 | 66.4 | 33.6 | 10.5] 5 11.8 | 341.6 | 14.6 
1958 | 59.4] %.9 | 15.4] 5.7] 14.6 | 30.1 | 11.6 
1968 | 49.6 | 50 4/|17.1] 6.8 | 20 25.8] 9 
1976 | 42.6 | 57.4 | 17.3] 6.7] 22.6] 22.1] 8 
1978 | 41.5 | 58.5 | 20 PN aA ea Cet Pe Se A Ae 26.9 | 19 8 
Asia Rar PTT esl es ol etinel eal ashes oes" 68.2 | 31.8 3.3 | 3.5 | 30 26.5 
1948 | 67.3 | 32.7 | 4 2.5] 4.5] 341 23.2 
1958 | 68.1 | 31.9] 15.2 | 2.4] 8.9 | 28.14 | 22.1 
1968 | 58.2 | 41.8 | 17.5] 4.8] 16 22.9 | 17.2 
1976 | 53.7 | 46.3 | 20.7] 4.8] 18.4 | 23.1 | 18.4 
1978 | 46.9 | 53.4 | 27.4 | 5.4] 16.5 | 18.7] 12.5 





Developed ca- | 1938 | 49.8 | 50.2 | 7.7 | 10 25.5 | 17.6 | 9.3 

pitalist coun- | 1948 | 42.7 | 57.3 | 8.9) ff 31.7 | 15.4] 7.4 

tries 1958 | 40.3 | 59.7 | 12.4] 8.9 | 36 4329001 £556: 
1968 | 33.7 | 66.3 | 16.1 | 8.2 | 39 10.6 | 5.4 
1976 | 32.2 | 67.8 | 18.1] 8 33 10.3} 4.8 
1978 | 32.8 | 67.2 | 15.7] 7.4] 39.8] 11.7] 4 


Calculated from: Monthly Bulletin of Statistics, November 1968; Febru- 
ary 1974; February 1980. 


The ratio between the heavy and the light industry in the 
developing countries reveals even greater similarities with 
the prewar standards in the developed capitalist countries 
when one examines the figures on the structure of indus- 
trial production in the developing countries for 1978. These 
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figures were calculated on the basis of the new price ratio 
of the mid-70s after the sharp increases in prices of oil and 
its derivatives and the general intensification of inflationary 
processes in the world capitalist economy. Nevertheless it 
would be a serious mistake to assert that industrialisation 
even in the most advanced of the developing countries of 
Latin America has already achieved the level typical for 
capitalist countries at the end of the 40s. 

First, the Latin American countries still fall considerably 
behind the capitalist countries in the second half of the 
40s in per capita industrial output. Secondly, they lag be- 
hind in the share production goods hold in gross industrial 
output. Thirdly, this lag is manifested in the productivity 
of labour that is lower than existed in the manufacturing 
industry of the capitalist countries at the end of the 40s. 

The highly specific nature of the manufacturing indu- 
stries in developing countries is quite obvious even without 
going into detailed figures concerning the make up of va- 
rious branches and sectors. On the one hand, the develop- 
ing countries as a whole, and the Latin American region 
and Asia in particular, seem to be keeping up with the 
main trends of modern scientific and technological progress, 
if one judges by the dynamics of the share of the chemical 
and oil refining industry. On the other hand, the share of 
the food industry shows that they are doing nothing of the 
sort. As can be seen from Table 30, this share is far too 
big, even when compared with the prewar standards of the 
capitalist countries, let alone their present levels. Of course, 
the share of each industry in the overall industrial pro- 
duction depends on the extent to which other industries are 
developed. But this interdependence only underlines that 
the sequence in which the different industries were built up 
in the developing countries differs in many respects from 
that which the capitalist countries followed in their time. For 
instance, in the volume of oil refining and the production of 
chemical products the developing countries have already 
surpassed the prewar (1938) level of the capitalist coun- 
tries, but in all the other branches of their local manufac- 
turing industry (including the textile and food, that came 
first in the classical pattern of industrialisation) they are 
still far below this level. 
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On the whole, the figures in Table 30 indicate that in 
just over a quarter of a century (1948-1976), the heavy in- 
dustry’s share in value-added produce in the developing 
countries rose by almost 40%, while that of the oil refining, 
chemical and metallurgical rose by 60% and metal-working 
increased more than 160%. The remarkable dynamism of 
the metal-working industry, the share of the heavy indus- 
try being far too high for the achieved level of develop- 
ment and the share of the oil refining and chemical indus- 
tries in the developing countries being comparable to pre- 
sent-day standards of the capitalist countries—all goes to 
confirm that the sequence of industrial growth in the devel- 
oping countries has been different. 

Countries starting on the road to industrialisation in our 
times do not have to go through all the phases and stages 
that industry went through in what are now the developed 
countries. Thanks to the achievements of world scientific 
and technological progress, they can bypass fully or par- 
tially some of these stages or spend less time on them. Ac- 
cess to the necessary know-how and equipment is assured 
through foreign trade. By borrowing foreign know-how, the 
developing countries can save not only a lot of time, but 
also the money needed to finance industrial development. 

At the same time the difference of the local industrial 
structures from those which the now industrially developed 
countries once relied on is caused not only by the develop- 
ing countries’ urgent need or desire to surmount as quickly 
as possible the barrier of backwardness. The different con- 
tent and sequence of their industrial growth is connected 
primarily with the fundamental changes in world produc- 
tion, for one thing, and also with the changed nature of so- 
cial requirements which new production is being geared to. 
That apparently applies not only to the structure of the 
national market of the developing countries, but also to the 
nature of the demand for their produce on the world 
market. 

The closing of the gap between intersectorial proportions 
ot the manufacturing industries in the developing coun- 
tries and those in the capitalist countries, however, does not 
remove the gulf that existed between their levels of in- 
dustrial development. Suffice it to say that, while the devel- 
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oping countries have already surpassed the prewar level 
of the capitalist countries in the volume of value-added 
produce of the oil refining and chemical industries, they 
still have not reached it in per capita production. In other 
industries the lag is still greater. 

Thus, the entire heavy industry of the developing coun- 
tries still produces, in value-added terms, 10% less than 
the capitalist countries did before the war, and almost 20% 
less is produced by the metal-working industry. The per 
capita output of metal goods in the developing countries is 
only just a bit over 20% of the prewar output of the capi- 
talist countries. Even in Latin America it doesn’t reach 60%. 
As for the present per capita output of metal goods in the 
capitalist countries, it is 40 to 45 times that in all develop- 
ing countries, and at least 15-18 times the size in the most 
advanced region—Latin America.‘ Consequently the purely 
superficial similarity in the ratio between the heavy and 
light industries does not indicate the same degree of matu- 
rity of the industrial structures they represent. The real 
significance of progress in industrialisation cannot be de- 
termined only on the basis of comparisons with the devel- 
oped countries. What is infinitely more important is to es- 
tablish to what extent the scale and patterns of industrial 
growth meet the current and long-term requirements of the 
developing countries themselves. 

The immense differences in the concrete combination of 
industries that determine the actual profile of a branch 
in each developing country is apparently due to the dif- 
ferences in the overall capacity and level of development 
of the markets they serve. That also explains the existence 
of differences in the branch structure and the role of the 
manufacturing industry in the economy of the developing 
countries. 

The results of the comparative analysis made by S. Kuz- 
nets and shown in Table 31 leave no doubt that the dynam- 
ics of the manufacturing industry’s share in the GDP, just 
like the changes in its sectorial structure, depend primarily 
on the level of economic development as measured by per 

' Calculated from: World Economy and International Relations, 


No. 3, 1969; Monthly Bulletin of Statistics, February 1967; November 
41968; February 1974. 
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Table 31 


Branch Structure and Share of Manufacturing Industry 
in the GDP of the Developing Countries Depending on Overall 
Market Capacity and Per Capita Income 


(average figures for 1953-1963, % of total) 





Average per capita income for groups 
of countries ($) 











91.7 | 153 306 | 510 
Big countries (16) 
Share of manufacturing in- 
dustry in GDP 12 {6 22 26 
Structure of manufacturing 
industry 
Food 33.5 29:3 23.3 19.4 
Textile and clothing 22 21.3 18.7 16 | 
Wood-working, pulp-and- | 
paper. printing and lea- 
ther 12.3 11.4 41.4 41.7 
Rubber goods, cheinical and 
oil-refining 11 12.5 13.6 13.6 
Primary processing 8.2 9.5 10.8 11.5 
Metal-working 13 16 22.5 27,3 ) 
Small countries (24) 
Share of manufacturing 
industry in GDP 12 14 17 21 
Structure of manufacturing 
industry 
Food 33.9 39.5 37.4 31.5 
Textile and clothing 21.4 20.5 19 17 
Wood-working, pulp-and- 
paper, printing and leather {41.2 10.4 11.5 13.5 
Rubber goods, chemical and 
oil-refining 10.3 9.3 9.1 9 
Primary processing 11.4 9.4 8.7 8.9 
Metal-working 42.1 10.9 14.3 20.4 


Note: The size of the country was determined both by population and 
GDP for 1958. The dividing line between big and small countries chosen was 
population up to 10 million and GDP to $1,200 million. 


Source: Simon Kuznets, Economic Growth of Nations. Total Quiput and 
Production Structure, pp. 124-25. 
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capita production. At the same time the figures in the table 
show that the comparative scale and structure of industrial 
growth are also connected with the real capacity of the do- 
mestic market (size of GDP) and its potential capacity 
(size of population). To be sure, the connection between 
industry’s share in the GDP and the size of the domestic 
market begins to manifest itself only after a certain econo- 
mic level has been achieved (in this case a per capita in- 
come of 150 dollars.) As for the dependence between the 
real and potential capacity of the domestic market and the 
sectorial structure of industrial production, that is evident 
at all levels. 

The most obvious expression of this dependence is to be 
found in the changes in the ratio between the food and the 
other branches of the manufacturing industry: in the small 
countries the food industry’s share is usually higher than 
in big ones, and as the per capita income rises, the differ- 
ence becomes increasingly noticeable. In other words, the 
food industry’s comparatively small share in the big coun- 
tries in a way offers greater scope for the development of 
other types of industrial production. Much the same applies, 
though not at all phases of economic growth, to the wood- 
working, pulp-and-paper, printing and leather industries. In 
the big countries their share is less than in the small ones, 
thereby leaving room for the expansion of other branches 
of the manufacturing industry. What is significant is that 
the small countries lag behind the big ones primarily in 
the development of the metal-working industry, and also 
in the chemical, oil refining and rubber industries (their 
share in the small countries is usually only from 2/3 to 3/5 
of that in the big ones). But when the per capita incomes 
reach a 300-dollar level, the small countries also begin to lag 
noticeably behind the big ones in the comparative scale of 
primary processing. 

The structure of industry, like that of any other sector 
of the economy, is naturally shaped in each country or the 
economy as a whole as a result of the interaction of many 
different factors. Apart from the level of development and 
overall capacity of the domestic market, the economic pro- 
portions of a country are also partially influenced by the 
specific features of their social system, the social content 











222 A. Y. ELYANOV 


of their economic policy, the system of distribution of the 
national income, the scale and form of participation in in- 
ternational division of labour, the demographic situation, 
natural and geographical conditions, etc. To a certain extent 
the ratio between the different branches is affected not only 
by socio-economic characteristics but also by the technico- 
economic parameters of the newly-set up types of produc- 
tion. In effect this is what limits the possibilities for setting 
up in the small countries more diversified industrial com- 
plexes, including a wide range of technically-sophisticated 
and highly specialised serial productions geared to big mar- 
kets. The exceptions are, as a rule, only those small coun- 
tries where the manufacturing industry is partially geared 
to exports. Under all circumstances these proportions are, 
in the final count, related to the objective economic require- 
ments which take the form of existing solvent demand. 
The differences in the branch structure of the manufac- 
turing industry in the individual developing countries 
should not overshadow the fact that they have many cha- 
racteristics in common that are typical for the present stage 
of industrial growth and are due to the similarity of their 
historical destinies and the prevailing situation in the world 
capitalist economy. Because of the operation of these fac- 
tors, industry, including the branches that make up the me- 
tal-working industry (and it is this industry’s progress that 
is primarily responsible for establishing a national basis for 
expanded reproduction) for a long time developed in the 
liberated countries with a marked imbalance in favour of 
consumer goods. In most countries this imbalance conti- 
nues to this day. Even in India, where the demand for 
means of production has reached formidable proportions, 
the output of consumer durables was the most dynamic 
component of the increase in production in metal-working 
and engineering at least up to the mid-60s, and up to the 
beginning of the 60s it was also the most substantial com- 
ponent.'! In principle this phenomenon reflects an inescap- 
able stage in the development of local productive forces. 


1 Problems of Economic and Social Development of Independent 
India, Nauka Publishers, Moscow, 1967, p. 47; G. K. Shirokov, Jn- 
dustrialisation of India, pp. 240-14, 251 (both in Russian); Jaleel 
Ahmad, op. cit., pp. 29-30. 
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As such, it should be viewed positively. Having made a con- 
siderable contribution to the general growth and diversifica- 
tion of production, and having strengthened the industrial 
potential of the liberated countries, the expansion of the 
production of consumer goods has, on the whole, had a be- 
neficial effect on their economies. It is another matter al- 
together that such an industrial structure is far from being 
the optimal one. Moreover, the growth of industries produc- 
ing consumer goods, while solving a number of problems, 
creates others that have subsequently to be dealt with, both 
within the existing system of international capitalist divi- 
sion of labour and in the economic policies pursued by the 
developing countries. 


6. Some Structural Features 
of Industrial Production 


When private capital was invested in industry it natural- 
ly first of all turned to the branches that produce consumer 
goods, which required less effort to develop. First, because 
there was little demand for tools and other implements of 
lahour as production had not yet developed. Secondly, the 
comparative simplicity of technology and the low capital 
intensity apply most of all to the production of consumer 
goods. The main incentive, and often the only one, for set- 
ting up production in the developing countries was the ex- 
istence of a certain demand. And since the demand was 
chiefly for consumer goods the diversification of the grow- 
ing industry was predominantly horizontal, i.e. in consumer 
goods. 

When the demand for each type of commodity is very 
limited, capital’s inherent desire for growth and for expand- 
ing the sphere of its domination, compels it to develop the 
production of new goods all the time. This is typical even 
for the biggest developing countries, which have a compa- 
ratively big domestic market. The horizontal diversification 
of the manufacturing industry is also spurred on by capi- 
tal’s natural desire to capture an already existing market, 
and, in many countries, also by the constant shortage of 
foreign currency to buy the lacking consumer goods. It is 
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this shortage of goods, arising from the lack of currency to 
buy them abroad, combined with protective tariffs, that pro 
vide the strongest motivating forces for the growth of im- 
port substituting production. As UNOID put it in one of 
its surveys, “perhaps in only a few developing countries 
did the shift towards import substitution reflect primarily 
dynamism in the domestic manufacturing sector, rather than 
limiting operations in the import sector”. ! 

The lack of internal dynamic forces in the manufactur- 
ing industry of most developing countries to which the 
UNOID experts refer when looking for the causes for acce- 
jlerated import substitution stems primarily, apparently, 
from the low level of their industrial development. But 
that is not the only reason. The imperfection of the in- 
dustrial structures set up should also share some of the 
blame. 

The measures to encourage industrial construction in the 
countries of Asia, Africa and Latin America, as a rule, have 
little connection with one another or with other aspects of 
the state’s economic policy. The national plans and pro- 
grams operating in these countries in their majority do not 
contain clearly formulated aims and targets, and, what is 
even more important, they are not backed up by an appro- 
priate system of organisational and economic measures that 
would guarantee their implementation. Although the state 
seeks to create a favourable climate for investment in in- 
dustry, it usually fails to co-ordinate the overall flow of in- 
vestments, which would assure reaching a pre-set economic 
target within the framework of the national economy as a 
whole. In such circumstances, state regulation acts as a 
mobilising, rather than the guiding force of industrial deve- 
lopment. 

The limited effectiveness of the state’s haphazard measu- 
res to regulate the process of industrialisation is perhaps 
best illustrated by the developing countries’ tariff policy. In 
order to stimulate the production of consumer goods in de- 
mand on the domestic market, they usually subject imports 
to high custom tariffs, or limit them, or totally ban them by 
administrative measures. Similar measures are taken to cut 


! Industrial Development Survey, Vol. 1, p. 86. 
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back the consumption of such goods for economic or social 
reasons. On the other hand, equipment, because of its acute 
Shortage, is often allowed in duty-free or at a very low 
duty. These changes in customs duty are not always dif- 
ferentiated according to commodity groups or co-ordinated 
with other economic decisions. In a number of countries im- 
ports of the lacking capital goods were facilitated also by 
the high exchange rate of the local currency and/or by low 
interest on loans for capital construction. 

As a result, private capital was reluctant to invest in the 
production of means of production and continued to con- 
centrate on the consumer goods market, moving horizontal- 
ly from comparatively simple products to more sophisticat- 
ed ones. Investments therefore tended to concentrate in in- 
dustries producing consumer goods, and that reduced the 
opportunities for accumulation. But conditions favourable 
for the production of consumer goods often turned out to be 
making it harder to organise the production of means of 
production. This applies, first and foremost, to the end prod- 
uct for production use, since the introduction of protec- 
tive tariffs on raw materials and semi-manufactured goods 
necessary for their output reduced the value of the real ta- 
riffs on the end product, at times even pushing it down to 
a negative value. Brazil in the mid-60s provides a case in 
point. ! 

All this influenced the distribution of industrial invest- 
ment and, thereby, helped to consolidate extensive patterns 
of industrial growth. Besides, the import substitution stage 
of industrial growth was accompanied by the emergence of 
branches of industry that did not fit in with the system of 
national priorities. From the point of view of the national 
economy, their emergence was premature, to say the least. 
That applies, for instance, to the production of certain con- 
sumer durables in many countries. 

In Latin America, for instance, according to the ECLA, 
“tariff duties designed to restrict consumption of specific 
imported luxury goods in practice created powerful incen- 
tives to their domestic manufacture in conditions of dubious 


' Angus Maddison, Economic Progress and Policy in Developing 
Countries, p. 171. 
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economic efficiency with the result that neither are the so- 
cial objectives implicit in the restriction of this type of con- 
sumption achieved, nor is the incidence of such imports 
on the balance of payments substantially heightened”’.1 In- 
dustrial growth in the liberated countries of Africa 
and Asia is not exempt from such misfortunes either. Most 
economists believe, and their view is indirectly confirmed 
by the figures on the structure of local consumption, that 
luxury goods hold for too big a place in the industrial pro- 
duction of most of the developing countries, attracting a 
substantial part of investments. 

In addition, excessive protectionism, as in the case of 
Brazil’s textile industry, deprives investors of the necessary 
incentive to improve production, while the policy of main- 
taining artificially high prices on certain goods reduces the 
sales opportunities. This slows down the expansion of the 
productions concerned, and that in turn also prevents cuts 
in production costs and prices of industrial products. 

Strange though it may seem, when foreign consumer 
goods are pushed off the domestic market during the im- 
port substitution phase of industrialisation, this often tends 
to promote the unreasonably rapid growth of the capital 
intensity of the young industry in developing countries. 
This occurs, first, because the quick organisation of con- 
sumer goods production is based on the import of equipment 
from industrially developed countries. Secondly, the compar- 
ative cheapness of the machines and equipment stimulate 
an unreasonably wide use of capital-intensive technology 
and more expensive and sophisticated equipment than is 
warranted by the comparatively limited national accumula- 
tion fund and the excess of cheap labour. This also creates 
handicaps in solving the problem of employment. Broad 
horizontal diversification, with its accompanying low indus- 
trial efficiency, hinders the development of industrial ex- 
ports. A certain amount of difficulty is also created by the 
high currency exchange rates of these countries which low- 
ers the competitiveness of their goods on external markets. 

The sharply increased expansion by international corpo- 
rations in this sector of the economy played no little part 


1 The Process of Industrial Development in Latin America, p. 31. 
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in accelerating its horizontal diversification. State protection 
of the domestic markets in the developing countries forced 
the suppliers of manufactured goods from the imperialist 
countries to look for new ways of gaining access to these 
markets. Another factor that prompted them was that the 
developing countries were having currency difficulties 
which reduced their purchasing power on the world capi- 
talist market. The way out was found in greatly increasing 
investments in the local manufacturing industry. Because 
of the changed attitude towards the manufacturing industry 
in the developing countries, the foreign monopolies are able 
not only to preserve their positions on the local markets, 
but, under the cover of high tariffs, make additional profits 
as well. The behaviour of US monopolies offers a striking 
example of the increased attention which capital in the im- 
perialist countries pays to the manufacturing industry in 
the developing world (see Table 32). 


Table 32 
US Direct Private Investment in the Developing 
Countries by Major Industries (mln. $) 
South and 
Africa South-East | Latin Ame- 
Asia rica 


1950 | 1975 | 1950 | 1975 | 1950 | 1975 


Total investment 274 |2,397 |3/309 |5,746 |4,445 |22,223 


Of which: 
oil industry 179 |1,337 |. 103) [2,766 |4,233 | 3,370 
mining (excl. oil) 34 486 14" | 181 | 628 | 1,472 
manufacturing 11 234 59 |1,489 | 780 | 8,553 
other sectors of the eco- 
nomy 26 343 | 136 |4,340 |1,804 | 8,829 


Calculated from: Balance of Payments. Statistical Supplement. Revised 
Edition. A Supplement to the Survey of Current Business, Washington, 8.a. 
p. 210; Survey of Current Business, August 1976, pp. 28-29. 


The geography of private US investments in the develop- 
ing countries clearly reveals the US monopolies’ traditio- 
nal preference for Latin America. At the same time Table 32 
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shows that following the disintegration of the colonial 
system, the American monopolies stepped up their activi- 
ties in other regions as well. There has also been a clear 
trend towards changing the composition of industries in 
which capital was invested. First place in volume, as in the 
past, goes to the oil industry in the developing countries. 
What is more, in the new regions of South and South-East 
Asia and Africa, the oil industry’s share in the total sum 
of private investments in the developing countries has even 
increased, from 33.3 and 53.7% to 48.4 and 55.8% respec- 
tively. This reflects the extreme importance of the oil in- 
dustry for the present-day capitalist economy, rather than 
the preservation of the old colonial standards of US invest- 
ments. Because along with this, the investments of US cor- 
porations in the manufacturing industry of the developing 
countries increased at a faster rate. As a result, by the 
mid-70s, their share in overall investments in Africa rose 
to 9.6% as against 1.4% in 1950, in South and South-East 
Asia from 19.4 to 25.9%, and in Latin America from 17.5 
to 38.5%. It is significant that direct private US investments 
in the manufacturing industry of the developing countries 
increased at a mounting pace. 

The facts indicate that the traditional view of private 
foreign investments in the developing countries as primarily 
a means to gain access to natural resources is becoming 
outdated. So although this kind of investment still is the 
dominating one, the significance of other incentives is rap- 
idly growing. Top of the list is the struggle for the local 
markets. This conclusion is substantiated by the fact that 
capital investment in the manufacturing industry is the 
greatest in the countries with the biggest markets. Thus, 
while in Latin America as a whole less than 40% of direct 
private US investments are made in the manufacturing in- 
dustry, in Argentina, Brazil and Mexico, where no less 
than 75% of the investments go, the manufacturing indus- 
try already accounts for about 68% of them. 

In principle, however, the share of foreign investments in 
the manufacturing industry of the developing countries is 
not so very big. But they often hold the key positions. In 
Latin America, US subsidiaries controlled about 10% of all 
industrial production in the mid-60s, but more than 40% 
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of its volume in the more dynamic industries: chemical 
pulp-and-paper, rubber, metal-working and engineering. ! 
This, naturally, tends to make industrialisation in the dev- 
eloping countries dependent on what is happening in the 
world capitalist economy in general and in particular on 
changes in the policy of international monopoly capital. 

In their attempt to tighten their hold on the market of 
manufactured goods the international corporations for a long 
time invested almost exclusively in the production of con- 
sumer goods. That was connected with the general sequence 
of formation of demand (the growth of a demand for con- 
sumer goods precedes the emergence of a market for means 
of production). In capturing key positions in industries that 
determine the rate of local industrial growth and its compo- 
sition, the international corporations help to maintain the 
developed capitalist countries’ monopoly on the production 
of means of production. This expansion, accompanied by 
the widening of the list of consumer goods produced and 
the fragmentation of production demand, complicates still 
further the already difficult problem of setting up in the 
developing countries more or less integrated industrial com- 
plexes through the organisation of local production. 

The system of selling production licenses and patents 
to the developing countries now practised by international 
corporations brings very similar results. In keeping with 
the general sequence of industrial growth in the developing 
countries, the agreements on such sales usually apply to the 
end product, consumer goods first and foremost. At the 
same time they often stipulate that the initial materials— 
raw materials, semi-finished goods, auxiliary materials and 
components and also many elements of the fixed assets or 
even all the plant required, must be bought from the coun- 
try holding a patent on the finished product. The situation 
is complicated still further when international corporations, 
providing the technical aid to set up the production of a 
commodity for the domestic market, insist that its export 
be banned or limited. It was largely due to such measures 
that in India, for instance, the share of exportable goods 


! Economic Survey of Latin America, 1971, United Nations, New 
York, 1973, p. 26, 
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made under license or patent agreements dropped from 
5,6% to 3,9% between 1960/61 and 1966/67. ! 

At the same time the trend towards drawing the devel- 
oping countries more fully into the international capitalist 
division of labour through the shifting from the capitalist 
countries some of labour, material- and energy-intensive in- 
dustries and ecologically harmful industries, has so far not 
had any noticeable effect on the overall trend in the opera- 
tions of the industrial subsidiaries of the international cor- 
porations. Thus the export share of the output of factories 
in the developing countries that are controlled by subsid- 
iaries of US corporations increased only from 8.4 to 9% in 
1966-1975. 2 

What is more, in most cases the export industry set up by 
the international corporations in the developing countries 
consists of isolated production units, the initial and end 
stages of which are situated in the capitalist countries. This 
is especially strikingly illustrated by the movement to the 
developing countries of labour-intensive production, which 
bourgeois theoreticians believe would streamline the indus- 
trial complexes in the imperialist countries themselves. The 
chief motivation for the expansion of the international cor- 
porations in these cases is not winning new markets, but 
exploiting local cheap labour. As the American economist 
Stanford Rose put it bluntly, “where the economics of trans- 
portation permit, US companies can perform technical or 
capital-intensive operations at home and labor-intensive 
operations abroad, and then bring the products home again 
for final processing and marketing”.* The labour-intensive 
operations that are now being shifted to the developing 
countries include, for example, the assembly of radio and 
TV sets and other electronic equipment. 

The agreements on technological co-operation, which pro- 
vide for the transfer to the developing countries of opera- 
tions that are not difficult technically, but are labour-inten- 
sive, in themselves exclude the possibility of the countries 


1G. K. Shirokov, /ndustrialisation of India, p. 285. 

2 Calculated from: Survey of Current Business, August 1974, 
Part Il, pp. 30-34; February 1977, p. 32. 

3 Fortune, April 1970, p. 93. 
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concerned setting up the full production cycle for the goods 
in question. Both the composition and the direction of the 
flow of trade and resources within the framework of the 
production complexes involved are defined very strictly. The 
company producing and marketing the end product is the 
only one who can supply practically all the raw materials, 
semi-finished goods and components, let alone the equip- 
ment to the young state. The restrictions are not quite so 
harsh in the case of the transfer of material- or energy-in- 
tensive or ecologically harmful production units. They usu- 
ally use raw materials produced by the host country. How- 
ever, the question never arises of processing at least part 
of the raw materials up to the stage of ready prod- 
ucts in the host country or of organising the output 
of equipment for the raw materials production units. In 
other words, the predominantly horizontal diversification of 
industry in the developing countries is very largely due to 
the specific forms of expansion of the international corpo- 
rations, which seek to use the process of industrialisation 
for their own ends. 

All this tends to confirm the view expressed in Soviet 
economic literature that the functional ties of the imperial- 
ist monopolies with the economic processes in the develop- 
ing countries have partially changed.! Nevertheless, the 
new forms and direction of the expansion of international 
corporations (whether direct investments in the manufac- 
turing industry, loans or construction of factories, sale of 
licenses or patents, or other forms of technical assistance) 
despite their ultimate aim (capture or retaining control over 
the growing manufactured goods markets, profit from the 
exploitation of cheap labour, commercial or political ad- 
vantages from bringing processing of raw materials closer 
to the place of their production, etc.) have helped to estab- 
lish and consolidate the trend towards incomplete produc- 
tion cycle units, which are elements of industrial complexes 


! For instance: E. Obminski, “Bourgeois Economists’ Views of 
the Role of Developing Countries in the International Division of 
Labour” (Book Review), World Economy and International Rela- 
tions, No. 4, 1972; Developing Countries: Science, Technology and 
Economic Growth, Chapter 2 (in Russian); International Affairs, 
(Moscow), No. 12, 1970. 
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sited for the most part in the capitalist countries them- 
selves. 

The horizontal diversification of industry is most develop- 
ed in Latin America, since the countries of the area began 
industrialisation earlier than other developing countries. 
That is indicated by the relationship between the produc- 
tion and consumption of goods, primarily consumer goods, 
that had already developed by the beginning of the 60s. 

Apart from the Latin American countries’ high self-suffi- 
ciency in consumer goods, another noteworthy feature is the 
production and consumption of manufactured goods for pro- 
duction purposes (especially investment demand goods). 
While the share of machines and equipment in industrial 
output more or less corresponded to the level of their indus- 
trial development, their share in the overall consumption 
of manufactured goods at the beginning of the 60s was in 
effect in inverse ratio to this level. 

The Afro-Asian countries’ achievements in industrial con- 
struction look much more modest on the background of 
Latin America’s. And the real capacity of their domestic 
markets is also usually much less. Consequently, the econom- 
ically-justified limits of horizontal diversification of indus- 
trial production is also much more limited than in Latin 
America. Nevertheless, the share of locally produced con- 
sumer goods on the domestic market often comes close to 
that in Latin American countries, and sometimes reaches 
the same level. For instance, in 1963 on average 27% of 
all consumer goods! in the African countries were imported, 
ie, 10% less than three years earlier in Venezuela, al- 
though it is true that the country held a special position 
among the Latin American states at that time. The role of 
local production of consumer goods in meeting the demand 
for them was even greater in the countries of South and 
South-East Asia. India, for instance, in 1956-1966 produced 
more than 95% of the manufactured consumer goods it 
needed.? This figure was also high in other countries of 
the region. 

This high degree of self-sufficiency in consumer goods at 
a time when there still remains a backward multi-formation 


1A Survey of Economic Conditions in Africa, 1960-1964, p. 95. 
2 Calculated from: Jaleel Ahmad, op. cit., pp. 29-34, 
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economy and a very high concentration of purchasing power 
in the hands of a small rich section of the population means 
not so much an increase in the volume of production, as a 
widening of the list of goods produced. A general idea of 
the dynamics of this process in India is offered by the fol- 
lowing figures. In 1962, when considering the index of in- 
dustrial output, Indian statisticians based it on 201 commod- 
ity groups, while when the index was revised in 1968, it 
was already based on 449 commodity groups. Additional in- 
formation about the rate and scale of diversification of in- 
dustrial production in India is offered by the figures on the 
use of foreign licenses and patents in 1951-1969. During 
that period some 3,300 agreements on technical co-operation 
were concluded with foreign firms. In 1966/67 just over 
20% of all industrial output was produced on the basis of 
such agreements. ! 

The very wide range of goods produced at a time when 
the market for manufactured goods is limited makes it dif- 
ficult to use existing resources rationally. As ECLA experts 
justly observed, the rapid horizontal diversification of in- 
dustry takes place ‘‘at the expense of the consolidation and 
fruitful growth of lines already established”.? This reduces 
the overall potential for industrial development and export. 
What is more, excessive horizontal diversification tends to 
breed an unjustifiably large number of small factories, little 
integrated and therefore not very efficient. The main gua- 
rantee of their existence, if not the only one, is the high 
tariffs, which not only protect them from foreign competition 
but also ensure an acceptable level of profits even given 
their low efficiency. 

The situation is complicated, however, by the fact that 
manufactured goods in the developing countries are usually 
produced on the basis of foreign technology. In order to win 
more advantageous terms for the purchase of equipment 
and know-how in the form of licenses and patents, 
the developing countries play on the competition 
between the imperialist countries. As a result, despite 
the small scale of production, one and the same commodity 


1G. K. Shirokov, Industrialisation of India, pp. 227, 280. 
2 The Process of Industrial Development in Latin America, p. 31, 
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is often made under licenses or patents of firms from dif- 
ferent countries. Thus, for instance, ‘in the late sixties, the 
annual output of cars and trucks in 8 Latin American coun- 
tries was 600,000, which was produced by 90 firms (an 
average of 6,700 per firm)”.! Yet the optimal produc- 
tion per factory is 150,000-200,000 lorries and no less than 
600,000 passenger cars. This causes an additional fragmen- 
tation of demand for means of production, since for the pro- 
duction of similar components different types of equipment, 
raw materials and other materials are used. The situation 
is similar in other regions. In India, for instance, in the sec- 
ond half of the 60s ball-bearings were produced in collab- 
oration with 10 firms from 7 countries, air compressors— 
under licenses from 11 firms in 6 countries, glass and glass- 
ware—in collaboration with 18 companies from 8 coun 
tries, etc. 2 

When the market is limited, wide horizontal diversifica- 
tion of production for many types of goods, including their 
various modifications, makes it very difficult to produce the 
necessary equipment on the spot. The main obstacle is the 
absence of a market. When an acceptable demand is formed 
for production goods, the already existing industry is tied 
down to other standards, which require the purchase of the 
goods from abroad, and so it in many cases obstructs the 
changes in the supply system. All this points to the need 
for centralised guidance of industrialisation by the state 
on the basis of a scientifically-founded and flexible econom- 
ic policy. 

Attempts on the part of the state to influence the nature 
of industrial development with an eye not only to the cur- 
rent but also to long-term economic needs were made in In- 
dia, Pakistan and a number of other countries. As a re- 
sult, in the years of their independence not only did indus- 
trial growth accelerate, but there was a vertical diversifica- 
tion of industry too, although market forces did promote 
horizontal diversification as well, like in the countries of 
Latin America. Taking into account the national market 





'W. Baer, “Import Substitution and Industrialisation in Latin 
America: Experiences and Interpretations”, Latin American Research 
Review, Spring 1972, p. 102. 

2G. K. Shirokov, /ndustrialisation of India, p. 285. 
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potential, the state encouraged the establishment of indus- 
tries making means of production. It was largely thanks to 
this that in India, for instance, during the first three 5-year 
plans (1950/51-1965/66) almost 2/3 of the increase in im- 
port-substitution production and more than 1/3 of the in- 
crease in gross industrial output came from investment 
goods (including construction materials), Taking into ac- 
count also intermediary demand goods almost 70% of the 
entire increase in the country’s industrial output came from 
production goods. ! 

Thanks to purposeful efforts to combat market anarchy, 
this group of countries succeeded in setting up more inte- 
grated industrial complexes. It is significant that the share 
of capital goods in the industrial production of India and 
Pakistan in the 50s and first half of the 60s rose much 
quicker (by 7.1 and 8.1% respectively) than in such Latin 
American countries as Argentina (6.1%), Brazil (2.1%), 
and Mexico (2.4%),? although it would have seemed from 
the development of the consumption of manufactured goods 
that they were much less prepared for such rapid growth. 

But the accelerated growth of the production of means 
of production, while ensuring the fuller use of the poten- 
tials of economic growth, does not, naturally, in itself guar- 
antee a country against disproportions. Nor did India and 
Pakistan manage to avoid such disproportions. As a result, 
there was an accelerated growth of demand for imported 
raw materials, semi-processed goods and other initial ma- 
terials for the local industry, while the modernisation of the 
export sector, the only one that could cover the cost of im- 
ports, slowed down. India, for instance, under the third 
5-year plan, had to allocate to the purchase abroad of goods 
needed to maintain industrial production twice as much for- 
eign currency as for the import of new capital equipment. * 
The rapid expansion of the range of produced consumer 
goods increased substantially the range of required raw ma- 
terials and reduced the opportunities for organising such 
production on the spot. As demand for many capital goods 


' Source: Jaleel Ahmad, op. cit., pp. 19, 30. 
2 Calculated from: World Economic Survey, 1967, Part I, p. 62. 
3 Calculated from: The Third Five Year Plan, Delhi, 1961, Pp. 412, 
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was small (compared with the technical standards of pro- 
duction) and competition very strong, India from the very 
beginning built factories that were geared to bigger mark- 
ets. 

The various economic mishaps resulted in India’s indus- 
trial capacities being used on average by just over 80% in 
the first half of the 60s. In a number of engineering fields 
capacities were being utilised even less fully—50% and 
even 29%.! The very high figure of idle capacities led to 
an unjustifiably rapid growth of the marginal capital effi- 
ciency coefficient and reduced the effectiveness of accumu- 
lation, thereby creating difficulties in the problem of em- 
ployment. The Soviet economists A. I. Medovoy and 
V. A. Yashkin estimated that the effectiveness of accumu- 
lation during the second and third 5-year plans in India 
which ended in 1965/66 fell to 0.24 and 0.28 respectively 
against the 0.47 it had been in the first 5-year plan. 2 

At the same time the mounting disproportions in India’s in- 
dustry were largely the outcome of the obvious gap between 
attempts to develop industry and the unresolved state of 
affairs in agriculture. This caused agricultural output to 
drop still further behind the requirements. The food prob- 
lem got worse. The country’s export potential deteriorated. 
Food imports had to be increased and this reduced imports 
of industrial raw material in short supply. Taken in con- 
junction with mounting marketing problems, this had a dire 
effect on the use of industrial capacities and the general 
effectivity of industrial production. These facts confirm that 
there exists a very definite connection between industrial 
progress and the growth and improvement of other sectors 
of the economy, primarily agriculture. So state guidance 
of industrialisation cannot be confined to regulating the 
proportions within the industrial sector alone. A compre- 
hensive economic approach is needed. 

The economic disproportions arising from the stepped 
up import substitution of consumer goods in India are typi- 

1 Calculated from: Industrialization and Productivity Bulletin, 
No. 15, 1970, pp. 56-59. 

2 A. I. Medovoy and V. A. Yashkin, “Problems of Reproduction 
and Planning in India”, Economic Policies and State Capitalism in 
Countries of the East. A Collection of Articles, Nauka Publishers, 
Moscow, 1972, p. 166 (in Russian). 
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cal of many other developing countries as well. This ap- 
plies to the sharp increase of the dependence of the newly 
formed industries on imports without a corresponding ex- 
pansion of exports, to the difficulties in reducing this de- 
pendence by boosting local production, to the great chronic 
underloading of production capacities and, in a number of 
cases, to the unproportionally high (for the economic level 
attained) capital intensity of production and the addi- 
tional employment problems this poses, and, finally, to insuf- 
ficient efforts to resolve the agrarian problem, with all that 
entails. 

The developing countries’ concentration on increasing 
their self-sufficiency in consumer goods makes industrial 
specialisation within the framework of international divi- 
sion of labour more difficult and tends to reproduce a situa- 
tion which compels the countries to expand the range of 
consumer goods they produce. This concentration of efforts 
also hinders the build-up of integrated industrial complexes. 
The fairly low share of material elements of fixed as- 
sets in gross output serves as an indicator of the compara- 
tive fragmentation of local industry (see Table 33). 

The figures in Table 33 show that the share of interme- 
diate goods in the industrial output of the developing coun- 
tries is much less than in the industrial capitalist countries. 
The difference in the degree of development of intermediate 
production is most marked in two groups of countries, if 
you compare countries with about the same size of popula- 
tion: Japan with Brazil, India, Indonesia, Mexico and Pa- 
kistan; and Australia and New Zealand with Algeria, Ma- 
laysia, Morocco, Tanzania and Tunisia. Thus in Japan the 
value of goods of intermediate demand is 80% more than 
of the end product in the manufacturing industry, while in 
Mexico the reverse is true—value of the first is 36% less 
than the second, in Brazil and Indonesia—46% less, in In- 
dia—53% and in Pakistan—72% less. In Australia and 
New Zealand the amount of manufactured goods involved 
in inter-sectorial exchanges is from 50 to 320% greater than 
in Algeria, Malaysia, Morocco, Tanzania or Tunisia. Coun- 
tries with a medium-sized population (Argentina, Colombia, 
Thailand and the Philippines) are in a very similar position 
to the small developing countries. When the share of inter- 
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Table 38 
Ratio Between End and Intermediary Product in the 
Industry of Some Developing and Capitalist Countries (1960s, %/) 
Se ee eer eae 


Intermediary 


Coun try product 


End product 











_—————— 


Algeria* 89 | 14 
Malaysia 77 23 
Morocco* 75 29 
Tanzania 91 9 
Tunisia* 82 48 
Argentina 75 25 
Colombia 67 33 
Thailand 76 24 
The Philippines 75 25 
Brazil 65 35 
India 68 32 
Indonesia 65 35 
Mexico 61 39 
Pakistan** 78 22 
Australia 65 35 
New Zealand 62 38 
Japan 36 64 





* Including output of the mining industry. 
** Before the separation of Bangladesh. 


Galculated from: Agricultural Economics Bulletin for Africa, July 1968, 
pp. “0-33; Economic Survey of Asia and the Far East, 1964, pp. 33-37; 
World Economic Surveu, 1967, Part One, p. 64; Background to the Budget. 
An Economic Survey, 1966-1967, Dar-es-Salaam, 1966, Table 7a; Les perspec- 
tives économiques de l’Asie du Sud-Ea-st (1970-1990). Notes et Etudes Docu- 
mentaires, Paris, January 2, 1973, pp. 24-25. 
mediary goods in industrial output is comparatively big, as 
in Colombia and the Philippines, it can hardly be seen as 
an unqualified testimonial of some kind of economic advan- 
tages. In view of the narrowness and fragmentation of the 
local market, it should probably be regarded as the forced 
deepening of autarchic trends, rather than the result of a 
rational economic policy. 

Because of the low level of specialisation and co-operation 
in the manufacturing industry, the developing countries 
are failing to profit from important additional factors of 
the growth and expansion of their domestic markets. This 
reduces the general effectiveness of industrial production as 
well, weakening the stimulating effect of industrialisation 
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on the local economy. In particular, the so-called secondary 
or multiplication effect of industrial construction is consider- 
ably underused. This effect amounts to making advanta- 
geous use of the additional incentives for economic progress 
arising from the demand and supply of industrial projects 
that are being built. In this connection the ECLA survey 
already quoted noted that industrialisation through import 
substitution helped to overcome the limitations on econom- 
ic development resulting from the unfavourable conditions 
for the export of traditional raw materials, but it was “less 
effective in replacing the external sector as the stimulant to 
a self-sustaining growth’”’.! This conclusion applies equally 
well to many of the Afro-Asian countries. 

At the same time the slowly growing production of the 
necessary raw materials, semi-processed goods and auxilia- 
ry materials cannot keep up with the rapid increase in de- 
mand for them, because of the comparatively high rate of 
output of the ready goods. As a result more imports are 
needed. This demand shoots up when foreign-made goods 
are ousted from the domestic market. Their replacement by 
home-made goods is accompanied by a modification of the 
import structure. The raw materials and semi-processed 
goods that went into the making of imported finished goods 
now have to be bought directly. In other words, the unregi- 
stered import of initial and intermediary goods is transformed 
into open imports. As a result, the share of intermediary 
goods in the imports of Latin America was already close to 
40% at the beginning of the 60s and subsequently topped 
this figure. 2 In the countries of South and South-East Asia 
the share of raw materials and semi-finished goods in im- 
ports in 1968-1970 rose to 35% against the 32% it had been 
in 1951-1953. And excluding food imports, which are parti- 
cularly important for the latter group of countries, the share 
of intermediary products in their imports at the end of the 
60s-beginning of the 70s exceeded 40%.° The specific fea- 


1 The Process of Industrial Development in Latin America, 
pp. 53-54. 

2 Calculated from: Statistical Bulletin for Latin America, October 
1971, pp. 68-77. 


3 Calculated from: Economic Survey of Asia and the Far East, 


1968, pp. 242-14; Statistical Yearbook for Asia and the Far East, 
1971, p. 7. 
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tures of this process in individual countries of the region 
perhaps reflect best of all the changes in the ratio of im- 
ports of consumer goods to primary materials for their pro- 
duction on the spot. 

As industry developed, the import of finished consumer 
goods in the countries of South and South-East Asia began 
to cede place in the pace of growth to the import of the 
primary materials needed for their production. The differ- 
ence in the dynamics of imports of these two groups of 
goods was particularly great in the 50s, when import sub- 
stitution industrialisation began to grow: 7.5% for primary 
materials against the 1.4% for the finished product. In the 
60s the import of primary materials slowed down somewhat 
(to 7.1%), while that of the finished product increased no- 
ticeably (up to 4.9%). But this closing of the gap testified 
not so much to changes in the industrialisation strategy, as 
to the exhaustion of the possibilities of import substitution 
of consumer goods. Thus in India (7%) by the end of the 
60s, and in Pakistan (5.8%) and the Philippines (6.3%) 
by the beginning of the 70s the share of consumer goods in 
imports dropped to the level of such a big and developed 
country as Japan (5.8%). The slightly higher figure for In- 
dia reflected the economy’s reaction to its excessive drop 
in the preceding period (to 4.1% in 1964-1966). At the 
same time in Burma (13.5%), Malaysia (16.4%), Thailand 
(19.1%) and Sri Lanka (11%), the share of consumer 
goods in imports was even lower than in Australia (20%) 
and New Zealand (19.8%).‘ It is significant also that in 
the subsequent years, this indicator continued to fall in 
India, Malaysia, Thailand and Sri Lanka, so that by the 
mid-70s it was 4.9, 12.8, 11.2 and 4.3% respectively. 2 

Since the increased self-sufficiency in consumer goods 
was not accompanied by a corresponding growth in inter- 
mediary products, the local industry making the former 
became more dependent than in the past on imports. Be- 
tween 1951-1953 and 1973-1975 the coefficient showing the 
degree of replacement of imported consumer goods by im- 


1 Calculated from: Economic Survey of Asia and the Far East, 
1963; Statistical Yearbook for Asia and the Far East, 1971. 

2 Calculated from: Statistical Yearbook for Asia and the Pacific, 
1976. 
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ported primary materials for their local production had in- 
creased in Malaysia by 2.2 times, in India 2.8, in Burma 
3.4, in Indonesia, Pakistan and the Philippines 7 to 8 times, 
in Thailand 14.4, and in Sri Lanka by more than 17 times 
(see Table 34). 
Table 34 
Ratio of Imported Primary Materials for Consumer Goods 


to the Import of Finished Consumer Goods in Some Countries 
of South and South-East Asia (%%) 














Country 1951-1953]1960-1962) 1968-1970* | 1973-1975%% 
Burma 45 82 247 452 
India 2A4 422 445 674 
Indonesia 47 101 80 378 
Malaysia (without 
Sabah and Sarawak) 76*** 78 123 164 
Pakistan**** 84 186 433 596 
Thailand 22 43 114 317 
Philippines 50 225 395 394 
Sri Lanka 46 59 145 799 





* For Burma 1966-1968; for Indonesia and Sri Lanka 1967-1969. 
** Por Burma ;1971-1973, for Indonesia and Sri Lanka 1974-1975, Paki- 
stan,1972-1973, India and Malaysia 1972-1974. 
y.*k* Including Singapore. 
**%% Tn 19541-1970 before the separation of Bangladesh, 


Calculated from: Economic Survey of Asia and the Far East, 1963; Sta- 
tistical Yearbook for Asia and the Far Kast, 1971, Statistical Yearbook for 
Asia and the Pacific, 1976. 


So on the whole, normal operation of industry in the dev- 
eloping countries of South and South-East Asia, as in most 
other developing countries, has become increasingly depen- 
dent on the possibility of importing primary materials. In 
addition, their need to buy abroad machines and equipment, 
as well as food, had also grown substantially. In addition, 
the importance of imports for the industry of the develop- 
ing countries has increased, as a rule, without an adequate 
expansion and strengthening of their export base. This 
serves to consolidate the structural disproportions in their 
manufacturing industry that arose when it was just being 
set up. 
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The most important task today is to reduce the gap be- 
tween the increasing demand in the means of production 
and the ability to meet them. The entire subsequent course 
of industrialisation in the young countries depends on how 
it will be resolved. What tends to aggravate the problem is 
that as the range of produced consumer goods is so wide, 
it is impossible to organise the necessary local production 
to meet the demand for the primary materials on time. 

Quite naturally, the gap between the demand for means 
of production and their availability is not the same in each 
country. But this gap is widening everywhere. The dispro- 
portions it causes are bigger in Latin America, where in- 
dustry, as a rule, has been developing for a longer period. 
Because of that the vices common to the horizontal diversi- 
fication of industry, when its base is limited by narrow 
but diversified demand on the domestic market, in that area 
made themselves felt earlier and more harshly. At the end 
of the 50s already there were crisis symptoms in the local 
industrial structure. As the ECLA noted, ‘the situation is 
aggravated by the close association between these symptoms 
and the fact that the traditional stimulus afforded by im- 
port substitution has lost strength, while other factors des- 
tined to give new dynamic impetus have not yet acquired 
sufficient driving force’.‘ It is significant that these symp- 
toms made themselves evident in practically all Latin 
American countries, although for different reasons. 

In many of the young independent countries of Asia and 
Africa, where horizontal diversification did not reach Latin 
American standards, there were balance-of-payments 
troubles as import requirements grew without a corresponding 
growth in exports. That, according to ECAFE experts, was 
responsible for the underloading of production capacities 
and the slowing down of the overall pace of industrial 
growth in most countries of South and South-East Asia. ? 
Another, no less important factor limiting industrial pro- 
gress has been the small capacity of the domestic market. 


1 Economic Survey of Latin America, 1965, United Nations, New 
York, 1967, p. 21. 

2 Industrialization, New Perspectives and Policies in the Second 
Development Decade, Doc. E/CN, H/I. ENR/L. 144, December 11, 
1972, pp. 23-24. 
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In Asian countries this is primarily the result of the low per 
capita income and the extreme backwardness of agriculture, 
which provides a livelihood for the bulk of the population. 
In Africa there is yet another reason as well: the small po- 
pulation in most countries. 

The numerous disproportions have reduced the effective- 
ness of the young industry and its stimulating effect on the 
development of other sectors of the economy. They have 
also held back and complicated the creation of conditions 
for self-sustained growth, which is the most important pro- 
claimed goal of the economic strategy of the developing 
countries. The chronic underloading of production capacities 
in industry and the fluctuations in agricultural production 
depending on the weather caused a comparative decrease in 
the flow of goods, which reduced the economic returns on 
investments in the construction of an infrastructure, espe- 
cially the construction of roads. That, combined with the 
delay in changing archaic agrarian structures and the gene- 
ral backwardness of agriculture, slowed down the attempts 
to eliminate unemployment and underemployment; it rein- 
forced the uneven distribution of incomes, promoted poverty 
and deepened social inequality. 


7. Ways to Improve the Industrial Structure 


In order to enhance the efficiency of the industrial sector 
of the economy and generate new, sufficiently stable and 
strong driving forces for its growth, the first thing that has 
to be done is to turn away sharply from horizontal diversifi- 
cation of production and build up complementary industrial 
structures based on a wide range of production facilities that 
would produce not only consumer goods, but also the means 
of production for making them. In other words, what is 
needed is a comprehensive approach to developing the im- 
port-substitution industry, or, to be more exact, it is neces- 
sary to advance to a new and higher stage of this process, 
which would rest on the vigorous use of the quickly grow- 
ing demand for industrial goods. If the output of interme- 
diary and capital goods is stepped up, it would help not 
only to accelerate industrial production itself, but also to 
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build the material and technological foundation for advanc- 
ing other sectors of the local economy and turning indus- 
trialisation into a comprehensive and self-reproducing pro- 
cess, 

Apart from considerable investments required for the pro- 
duction of means of production in view of their more sophi- 
sticated technology, quite obviously bigger markets than the 
consumer goods markets are also required. This makes it a 
matter of urgency to widen and bring into order the domes- 
tic markets of the developing countries and also to seek ad- 
ditional access to external markets. It should be remember- 
ed that as import-substituting production develops, the com- 
parative independence of local industry on the expansion of 
the market gradually fades away. Consequently, the deve- 
lopment of market capacity should be linked with the dyna- 
mics of domestic solvent demand or with increased exports. 
In these circumstances, the general disproportions in the 
economy that appeared in the first phase of import-substitu- 
tion industrialisation become increasingly evident. These 
include the extremely uneven spotted development which is 
accompanied by the deepening of economic and social ine- 
quality, the lag of agricultural production, the aggravation 
of the food problem that accompanies it and the preserva- 
tion of one-way ties of the newly formed industry with the 
world market, which takes the form of imports greatly ex- 
ceeding exports. 

A very acute problem in the developing countries is the 
need to improve the working and living conditions of the 
masses, to save them from abject poverty, hunger, ignorance 
and disease. It is not only a matter of eliminating the 
outrageous social injustice, which is humiliating and in- 
sulting to human dignity, or that politically such a situation 
is intolerable. Raising the population’s standard of living 
is an essential condition for accelerated growth, for unify- 
ing and bringing into order the structure of local consumer 
demand, and thereby expanding the market for industrial 
goods. As Francis Blanchard, General Director of the ILO, 
pointed out in his report to an international conference on 
employment, income distribution, social justice and the in- 
ternational division of labour, the most important task with- 
in the global problem of raising living standards is that of 
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providing productive employment to those who suffer from 
poverty. ! 

It seems self-evident that a task of those proportions can- 
not be resolved without the state’s purposeful participation 
in the processes of development, especially since the sponta- 
neous market forces are constantly pushing the process in 
the opposite direction—helping the rich to get richer and 
preventing the poor from climbing out of their poverty. It 
would seem that a purposeful redistribution of incomes 
should be an essential part of the policy of reducing social 
inequality, because, apart from everything else, this would 
help to release part of the resources needed to provide and 
maintain productive employment for the jobless. This, na- 
turally, applies to restricting the incomes that are used un- 
productively. At the same time steps should be taken to 
raise the cultural and professional standards of the labour 
force, to increase its productivity. This could be done 
through the expansion of the network of general and spe- 
cial educational facilities and making them accessible to 
the poor. 

The policy of increasing employment and raising the in- 
comes of the poorer population in the developing countries 
also calls for radical changes in the entire system of pro- 
duction and distribution that has been evolved there. 

First, the need for urgent measures to advance agricul- 
ture is obvious, since the main poverty is concentrated in 
the agricultural sector. It is necessary to solve the food pro- 
blem and improve the nutrition standards of the mass of 
the population. Apart from that, the problem of creating a 
bigger and more balanced domestic market also resolves 
very much around the development of agriculture and rais- 
ing the living standards in rural areas. So radical agrarian 
reforms are needed, which could remove the social shackles 
that delay the growth of productive forces in the rural 
areas. In addition, it is necessary for the state to protect 
the small rural producer from market fluctuations and ex- 
ploitation by the rural rich and give the small producers 
its backing. A highly important role in this belongs to the 


! Employment, Growth and Basic Needs: A One-World Problem, 
ILO, Geneva, 1976. 
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strengthening of the technical and economic basis of agri- 
cultural production, including the transport network and 
storage facilities. 

Second, the time has come for the manufacturing indu- 
stry in the developing countries to be reorientated towards 
the rural areas. There is no question, of course, of regear- 
ing it entirely to the needs of agricultural development. For 
no matter how important agricultural advancement is for 
the developing countries, it is far from being their only 
problem. What is meant by regearing the manufacturing in- 
dustry is simply that it is essential to quickly set up and 
strengthen industries that would meet the rural require- 
ments in manufactured production and consumer goods and 
that would ensure the processing of farm products. This 
should include production of agricultural tools and imple- 
ments, fertilisers and construction materials, and processing 
grain, fruit, vegetables and other farm crops. Quite obvious- 
ly, a fair number of factories for these purposes should be 
sited either in rural areas or in their close vicinity. This 
would lay the foundation for future territorial production 
complexes, ease the problem of employment in rural areas, 
and at the same time reduce the migration pressure on the 
big towns. 

Third, the solution of the problem of employment and 
elimination of the numerous goods shortages is inseparably 
linked with a fuller use of small-scale production. It would 
be feasible to give more vigorous support to such production 
both in rural and urban areas. As has already been noted, 
an economic optimum in a country with a backward multi- 
formation structure must of necessity envisage co-existence 
of different technological levels. The point is that more 
or less full employment and a considerable growth in la- 
bour productivity can be achieved only through the develop- 
ment of productions with a sophisticated technology. Mean- 
while, small-scale production can play an important role 
in supplying the rural areas with simple implements, build- 
ing materials and certain consumer goods, and in produc- 
ing intermediary goods for a number of large-scale manu- 
facturing industries. 

This need to improve the welfare of the masses and to 
set up industrial structures that would complement one 
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another on the basis of inter- and intra-sectorial specialisa- 
tion and co-operation makes it a matter of urgency to set 
up effective barriers to the endless widening of the range 
of consumer goods being produced. It would seem feasible 
to introduce, as proposed by the ESCAP Secretariat, a sur- 
tax on the production and import of luxury goods! in order 
to reduce their consumption. This would not only help to 
slow down the further horizontal diversification of produc- 
tion, but would also facilitate the redistribution of the in- 
comes of the handful of the rich in favour of the have-nots. 
Another advantage is that it would help to regear industrial 
investments to the industries producing widely used con- 
sumer goods and the lacking means of production. 

At the same time the industrial restructuring which the 
situation in most liberated countries now requires depends 
very largely on raising the overall industrial production ef- 
ficiency. This is essential for saving capital resources which 
are in short supply, finding additional money and creating 
effective incentives for new investments in industry. And it 
cannot be done unless the basic principles and direction of 
the state’s industrial policy are revised. We feel that this 
requires the abandoning of blind faith in the effectiveness 
of spontaneous market forces and of the orientation on the 
selfish interests of private national and foreign capital. It is 
the absence of a long-term state policy that hinders the 
growth of economic efficiency. Only given such a policy 
can private capital be channelled to the spheres which will 
help most to accomplish the national tasks. An essential 
condition for making this policy a success is the strength- 
ening and expansion of the public sector in key sections 
of the economy and increasing their efficiency. Of course, 
the development of a comprehensive approach to industrial 
advancement and a greater regulating and directing role on 
the part of the state in the developing countries do not rule 
out the use of traditional tools of economic policy, only 
their more purposeful and flexible use. In most countries the 
tariff and currency regulations need adjusting, as does their 
credit and fiscal policy, although the extent of the adjust- 

T Regional Development Strategies for the 1980s: Medium and 


Long-Term Proposals, United Nations, Doc. E/ESCAP/80, January 16, 
1978, p. 33. 
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ments depends on the concrete conditions in each country. 
It is no less important to ensure careful co-ordination and 
dovetailing of the different measures taken by the state to 
influence industry, otherwise there can be no question of 
any effective guidance. 

One important way of changing the industrial structures 
in the developing countries is that of involving the manu- 
facturing sector in the system of international division of 
labour through exports. Increasing the exports of industrial 
goods is important not only as a means for obtaining more 
foreign currency to buy the lacking means of production 
and achieving a better balanced economy, but also for over- 
coming the obstacles to growth arising from the limited 
volume and fragmentation of the domestic solvent demand. 
Of course, a lot depends on making local output more com- 
petitive. Its present comparatively low standard, however, 
is largely due to the fragmentation of output and lack of 
cohesion in the production geared to the narrow domestic 
market. Meanwhile, the export of industrial goods to exter- 
nal markets would open the way to involving in the eco- 
nomic turnover the idle production capacities, manpower 
and other unused material resources. All taken together, 
this helps to optimise local economic structures and produce 
the conditions for their quicker improvement. 

However, even in the smallest countries, expanding ex- 
ports should not be seen as an alternative to development 
geared to the domestic market, as some bourgeois theoreti- 
cians maintain. The main purpose of the wider and, most 
important, more diversified involvement of the young in- 
dustry in the system of international division of labour 
and foreign trade is to supplement and multiply the exist- 
ing internal potentials for industrial progress. At the pres- 
ent stage of development of world productive forces exports 
can play only an auxiliary role, although for small coun- 
tries with limited potentials of production and market they 
could be more important. This becomes evident when the 
relationship between the dynamics of industrial production 
and exports is calculated (the method evolved by the So- 
viet economist G. K. Shirokov). 

Let us assume that a developing country sells 20% of 
its entire industrial output abroad (that, incidentally, is 
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much higher than the average figure). In order to assure 
an increase of industrial output of 1% a year, if the entire 
increase is exported, it would be necessary to step up ex- 
ports of industrial goods by 5%. And if a country proposes 
to boost industrial production entirely from this source by 
7-8% (most developing countries regard that almost as a 
minimum), exports of industrial goods would have to be 
increased by 35-40% a year. Some countries could perhaps 
keep that up for 1 to 3 years. But in the long term such 
growth rates are unrealistic. 

The average annual increase of exports of industrial goods ; 
for the whole world is usually no more than 16-18%. So | ie 
even if the dynamics of industrial exports are maintained | 
at the world level (and only a few developing countries 4 
have so far managed to achieve that, as shown above) the 

Fi 





average annual increase in industrial production, at an ex- 
port quota of 20% and if all additional output is sold on the 
external market, would amount only to about 3.5% | ¥ 
(18:5 = 3.6), which is clearly insufficient. However, in |} 
the manufacturing industry of most developing countries 
the export quota is less than 20%. Therefore export is even 
less able to stimulate industrial production. Indeed, at an 
export quota of 15%, in order to increase output by 1%, 
with the entire increase to be sold abroad, exports have to 
be increased already by 1/15 or 6.7%, and given a 10% 
quota—by 1/10 or 10%. 

These examples show clearly that if the young industry 
of developing countries is geared to exports it cannot ensure 
an acceptable rate of production growth and, consequently, 
solve the problem of industrialisation. 

A 100% export orientation of the young industry of the 
developing countries is inappropriate not only for purely 
economic reasons but also for the wider socio-economic rea- | 
sons. It prevents the growing industry from making use of | tr 
the rapidly expanding system of the domestic end and in- es 
termediary demand. The growth of the national income is Id 
limited, and so is the ability of local industry to provide a 
more jobs. The competitiveness of export production needs ¥ 
to be increased, and that requires a higher capital-labour 
ratio than a combination of large-scale and small-scale pro- 
duction geared to the domestic market can offer. And the 
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developing countries, as has been repeatedly pointed out, 
suffer from a lack of capital and an excess of labour. There- 
fore, quite obviously gearing industrial production to ex- 
ports would run counter to their vital needs. 

This shows that the export strategy, or the external orien- 
tation of industrial growth, which some Western theoreti- 
cians are trying to impose on the developing countries, is ab- 
solutely unfounded. In effect they are merely trying to keep 
these countries at the level of industrial raw material ap- 
pendages to the science-intensive production that is taking 
shape in the main centres of the world capitalist economy. 
The industrial sector of the liberated countries can be in- 
volved more widely and deeply into the system of interna- 
tional division of labour on the basis of the accelerated 
growth of exports from this sector only if they simulta- 
neously and vigorously develop their import substitution 
and/or import prevention industries. 

This circumstance is particularly important since the for- 
mation of a stable export basis in industry, that would be 
independent of the whims of international corporations, 
which try to move to the developing countries the labour- 
and material-intensive and ecologically harmful produc- 
tions, is insolubly linked with the organisation of integrat- 
ed production complexes. In view of the importance of ap- 
propriate investments for raising the efficiency of export 
production, they should be regarded as an integral part of 
the policy to stimulate industrial export, at least in the big 
and medium countries. 

But when the developing countries try to set up a stable 
domestic industrial base to ensure exports through their 
own means of production they run up against bitter 
resistance from the international corporations and im- 
perialist countries. The corporations, pursuing their 
own selfish interests, do their utmost to prevent the expan- 
sion of industrial exports from the developing countries, ex- 
cept when they themselves are interested in such exports 
(if, for instance, these exports are a form of their own cor- 
porate supplies). 

The imperialist countries hinder the formation of full- 
blooded export production in the developing countries, con- 
tinuing their discriminatory policy in regard to goods with 
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a higher degree of finish. The lowest tariffs, it will be re- 
membered, are for unprocessed raw materials, the medium 
tariffs are for semi-finished goods and the highest go for fin- 
ished goods. Much the same purpose is served by the still 
existing direct or hidden discrimination against industrial 
goods coming from the outlying countries of the world cap- 
italist economy, as well as by the numerous non-tariff re- 
strictions on imports, the number of which continues to grow 
as tariffs are lowered. So the only way the developing coun- 
tries can reap the full advantages of international division 
of labour is through the radical restructuring of the entire 
unequal system of economic relations with the imperialist 
countries. 

As for the effect of an export orientation in the develop- 
ing countries we shall point out the following. The advan- 
tages it offers are directly proportional to the degree of 
competitiveness. If its goods are able to compete with simi- 
lar goods on the world market without state subsidies, the 
exporting country will enjoy all the advantages. But if it 
has to rely on subsidies to expand exports and thereby 
reduce the acuteness of its currency problems, the corres- 
ponding part of the newly created value, when sold on the 
world market, disappears irretrievably abroad. The bigger 
this part, the less positive the effect exports have on econom- 
ic growth. Therefore time limits should be set wherever 
possible for the subsidies of export production, reducing 
these subsidies gradually in order to strengthen organisa- 
tionally and technically such productions, so as to plug up 
this drain of national resources as quickly as possible. 


CHAPTER NINE 


ECONOMIC DEVELOPMENT 
AND THE INTERNATIONAL DIVISION 
OF LABOUR 


The structural changes that have taken place in the na- 
tional economy of the developing countries have highlighted 
the very great. importance for them of foreign economic 
ties in general and foreign trade in particular. What makes 
it so urgently important to expand economic relations with 
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other countries, apart from everything else, is the back- 
wardness and narrowness of the national market, the preser- 
vation of the deep gulf between the character of local pro- 
duction and of consumption, and the need to adapt to mod- 
ern scientific and technological achievements as quickly as 
possible. In this connection the problem of the degree and 
forms of the participation by developing countries in the in- 
ternational division of labour assumes special significance. 

In the 50s positions of these countries in international 
trade were growing steadily worse. Their share in the over- 
all export of the world capitalist economy fell sharply 
(from 33.9% in 1950 to 24.3% in 1960),! and exports fell 
behind the overall rate of their economic growth.? The fact 
that the developing countries were to a certain extent push- 
ed out of world markets was, in the final analysis, the result 
of the changes in the geographical and commodity structure 
of trade exchanges in the world economy generated by the 
scientific and technological revolution and the world revolu- 
tionary process, on the one hand, and the overall economic 
backwardness and unequal status of the young countries on 
the world capitalist market, on the other. 

At a time when the developing countries felt a constant 
shortage of foreign currency and when there existed a long- 
term stable trend towards internationalisation of all econom- 
ic life, based on further specialisation and co-operation 
of production units and the increased capacity of these 
units, the weakening of the positions of the developing 
countries in world trade quite obviously ran counter to the 
needs of their economic progress. This contradiction is ma- 
nifested most sharply when the expansion of exports for 
one reason or other lags behind the expansion of produc- 
tion, which is then forced to confine itself to the require- 
ments of the domestic market and thus holds back the 
overall rate of economic progress. 

The situation began to change gradually from the begin- 
ning of the 60s. Although the developing countries’ share 
in the total exports of the non-socialist countries was still 


' Calculated from: Review of International Trade and Develop- 
ment, 1967, United Nations, New York, 1968. 

2 Handbook of International Trade and Development Statistics, : 
1972. : 
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falling at a fairly high rate right up to 1972, it was in this 
period that exports in the developing countries began to 
grow faster than their production (see Table 35). 








Table 35 
Dynamics of Production and Exports 
in the Developing Countries 
(4960 == 100, on the basis of 1975 prices) 
Type of production 1970 1975 | 1977 
Gross domestic product 172.1 232.6 208, 4 
Export of goods and services 204.7 232.6 281.4 
Industrial and agricultural output*, | 147.6 199.5 223.3 
Commodity exports 190.7 232.6 267.4 
without oil** 164.4 191.9 | 227.4*** 





* In view of the absence of figures on the sectorial structure of the GDP 
for 1975, the dynamics of industrial and agricultural output has been de- 
rmined by the GDP structure in 1970. 
t7** The dynamics of commoditv exports without oil have for the same 
eeason been calculated on the basis of 1970 prices. 
*y** Figure for 1976. 


Calculated from: Statistical Yearbook, 1977; Statistical Yearbook, 1978, 
Monthly Bulletin of Statistics, October 1979. 

Starting from 1974, however, the growth in exports in 
the developing countries once again began to fall behind 
the growth in production. But this lag was more than com- 
pensated by the sharp increase of the value of exports fol- 
lowing the soaring of world prices of oil and certain other 
types of minerals. As a result, their share in the export of 
the non-socialist world in 1978 (25.4%)! proved even 
somewhat higher. 

Since oil accounts for a considerable part of the develop- 
ing countries’ exports, it could be assumed that the slower 
dynamics of physical volume of the exports is largely due 
to its increased price. Consequently the lag of exports be- 
hind production in these years can hardly be regarded as 
a radical change in the earlier trend towards their quicker 
growth, especially since it was then that the depressive ef- 
~ 1 Calculated from: Handbook of International Trade and Devel- 
opment Statistics, 1979. 
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fect of the deep cyclical recession in the world capitalist 
economy began to be felt. It is significant that the first 
signs of export falling behind production appeared in 1974. 

In order to obtain a more vivid picture, production and 
exports (see Table 35) are compared both in gross figures 
and in material production. The two comparisons confirm 
the course of events described above. While in the 60s the 
physical volume of exports grew quicker than produetion, 
from the beginning of the 70s this growth was on the con- 
trary slower. This was not only because oil prices had in- 
creased sharply or because by the mid-70s there was a cer- 
tain improvement in the trade terms of these countries, 
which ensured the accelerated growth of their gross export 
earnings. The slower dynamics of the physical volume of 
exports was, undoubtedly, due also to the preservation 
(despite certain progress) of their obsolete structure. Ne- 
vertheless, for the whole period of 1960-1977, exports as a 
whole, and their commodity component, were still more 
dynamic than production. As a result, the developing coun- 
tries’ export quota, which shows what part of the gross do- 
mestic product is sold on external markets, rose from 25.3 
to 27.6%. 1 

While correctly reflecting the general trend of develop- 
ment, this figure, however, distorts somewhat the true sig- 
nificance of external ties for the economy of the developing 
countries with big populations, where the importance of 
foreign trade is comparatively small. So it would be more 
correct methodologically to assess the level and dynamics 
of the aggregate exports quota by the unweighted average 
figures. This indicator reflects more fairly the real scale of 
the relationship between the individual national economies 
which make up the concept of developing countries, and 
the worldwide processes of international division of labour. 

The export quota calculated in this way for 70 develop- 
ing countries increased from 25.8% in 1955-1957 to 32.6% 
in 1974-1976.* Consequeatly, the measure of participation 


' Calculated from: Statistical Yearbook, 1978, p. 17. 

2 The export quota for 1955-1957 for 6 countries is based on 
figures for 1960-1962. As for the 1974-1976 quota, in the case of 
34 countries it mainly covers the periods 1971-1975 and 1973-1975. 
Calculated from: World Economic Survey, 1967; Yearbook of Na- 
tional Accounts Statistics, 1977, Doc. E/AC.54/495, 
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in international division of labour typical for the develop- 
ing countries is somewhat higher and its growth more in- 
tensive than could be expected from the figures that do 
not take into account the differences between the indivi- 
dual national economies of this part of the world capital- 
ist economy. It is also noteworthy that the trend to wider 
participation in the international division of labour has 
not so far spread to all the developing countries. For in- 
stance, in the 20 years up to the mid-70s, the export quota 
increased in only 50 of the 70 countries (71%) on the basis 
of which the unweighted average figure was calculated. 
Table 36 shows how the export quota depends on the 
size of the country, measured in terms of population. 








Table 36 
Dynamics of Export’ Quota in the Developing 
and the Capitalist Countries 
(based on current prices, %%) 
Countries Developing countries Capitalist countries 
1a) es 
lation at 
ae begins Export quota Export quota 
ning 0 No0te_™"—"""1_ No. of es 
es Sountctes pountried 
persons 1955-1957/1971-1973 1955-1957|1971-1973 
Up to 1 7 36.3* | 47.2 2 56 59.9 
4-10 42 23.8** | 27.5%** 9 29.8 32 
10-30 43 18.3 19_ 74H 4 28.8 28 
30-70 6 14,2 15.9 4 19,1 20.6 
70-120 2 5.7 41.8 4 13.2 10.9 
Over 120 4 6.5 4.3 1 5 6.1 


* Including,quota for 5 countries for 1960-1962. 
(* **, Including quota for 13 countries for 1960-1962. 
*** Including quota for 17 countries for individual years or 2-3-year pe- 
riods between 1968 and 1973. : 
**%* Including quota for 4 countries for individual years or 2-3-year periods 
between 1969 and 1973. 


Calculated from: World Economic Survey, 1967, Part One; Yearbook of 
National Accounts Statistics, 1976, Vols. I, II; Handbook of International 
Trade and Development Statistics, 1976. 


Apart from the specific socio-economic conditions in a 
country and, to a certain extent, also that country’s domes- 
tic and foreign policy, the main cause of the differences 
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should be sought primarily in the commodity structure of 
exports. Other conditions being equal, the high rate of ex- 
port growth usually reflects the accelerated development of 
the mining of minerals and less often the active advance- 
ment of manufactured goods on foreign markets. In a few 
countries a high level of the export quota can be attributed 
to the development of tourism. In countries where the in- 
ternational economic exchanges rest chiefly on sales of ag- 
ricultural raw materials, exports usually grow slowly. That 
is due to the backwardness of the local agricultural sector 
and the comparatively low elasticity of demand for its pro- 
duce on the world market. The connection between the 
commodity structure of exports and the size of the export 
quota can probably be traced most clearly in Indonesia, 
Nigeria, South Korea and Paraguay. In the first three 
countries, which belong to the group of big countries with 
a highly developed oil industry (Indonesia and Nigeria) 
and a manufacturing industry fitting in with the interna- 
tional division of labour (South Korea), the export quota 
in 1974-1976 amounted to 25, 35 and 32% respectively, 
while in small Paraguay, which predominantly exports ag- 
ricultural raw materials, it marked time for about 2 years 
at the 14% level. 

When assessed with the methodology which takes into 
account the size of a country’s population (and, other con- 
ditions being equal, this determines its potential and the 
extent to which the economy can be geared to the domest- 
ic market), participation of most developing countries in 
the international division of labour is not so very consider- 
able. At any rate, right up to the deep cyclical recession of 
the mid-70s, which had an extremely negative effect on the 
developed capitalist countries’ foreign trade in the first 
place, their unweighted average export quota was higher 
than that of the developing countries not only as a whole, 
but in the groups of countries with comparable populations. 
There are only two exceptions in the 12 instances repre- 
sented in Table 36. That arouses doubts about the widely 
spread view that the developing countries are far too de- 
pendent on the external market. Apparently, this could be 
regarded as true—with many reservations—only in respect 
to some countries, if one takes into account the comparative 
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underdevelopment of their production and export struc- 
ture. 

Even when the average figures of the table are divided 
into their components, it is a fairly rare occasion that ex- 
ports in developing countries should play a more important 
part than in capitalist countries with a comparable popula- 
tion. Take Australia, which belongs to the third group of 
countries with a population from 10 to 30 million. Its ex- 
port quota in 1971-1973 was the lowest among the capital- 
ist countries— 15.8%, and it was lower than in 8 of the 
13 developing countries of the same group. In the second 
group, with a population from 1 to 10 million, New Zea- 
land’s export quota of 25% was greater than that of 20 
among the 42 developing countries in the same group. 
This state of affairs is, in the final count, due to the fact 
that most developing countries’ exports consist of the less 
dynamic commodities of international trade. And the de- 
mand for these goods (with the exception of oil and cer- 
tain rare and non-ferrous metals) is continuing to fall in 
comparative terms. 

An analysis of the developing countries’ exports by com- 
ponents shows that the countries having the biggest export 
quota are those (within the framework of each of the groups 
shown in Table 36) where mineral resources are being 
developed most intensively. So it is the exporters of raw 
materials who for the most part make up the group of de- 
veloping countries with export quotas comparable in size 
with the measure of participation of the developed capital- 
ist countries in international economic exchanges. If that 
doesn’t testify to the unequal position of the developing 
countries in international capitalist division of labour, then 
what does? 

When the developing countries are classified by the size 
of population and therefore the size of their export quota, 
countries with essentially different levels of economic de- 
velopment find themselves in one group: Indonesia with 
Brazil, Nigeria with Mexico, Ethiopia and Burma with Ar- 
gentina, Haiti with Uruguay and Venezuela, Chad with 
Paraguay and Chile, Lesotho with Gabon, and so on. That, 
however, does not change the crux of the matter. It only 
serves to underline the importance of exports for most 
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countries of Asia, Africa and Latin America. Special men- 
tion should be made of the fact that in the groups of me- 
dium-size and big developing countries, with populations 
of over 10 million, the export quota is usually lower in the 
countries that have made the biggest headway in import- 
substitution industrialisation. As for the small countries, 
the size of their export quota is as a rule directly propor- 
tional to the per capita income. But not everywhere. In 
some cases comparatively wide ties with the world market 
have not yet had any considerable effect on the local pro- 
ductive forces, while in others, on the contrary, this effect 
is already a matter of the past, and the export quota has 
dropped again due to a worse market situation for tradi- 
tional goods and a lag in the export of new goods. Never- 
theless, the available figures do not tend to confirm the 
view that the export quota is often the highest in the less de- 
veloped countries. In fact, the reverse is more often true. 
The limited participation of these countries in internatio- 
nal division of labour has a depressing effect on the dy- 
namics of their development. 

Most developing countries suffer more from an insuffici- 
ent volume of exports and their archaic structure, rather 
than from being too involved in the system of international 
division of labour. Without intensive use of the factors 
of economic progress and a fight for external markets, it is 
hardly likely that the developing countries will be able to 
ensure the conditions for sufficiently rapid and effective, 
according to modern standards, industrial development that 
would enable them to solve all their socio-economic prob- 
lems—from the balance of payments and up to employ- 
ment, accumulation, and the development of a big and ba- 
lanced domestic market. 

The stimulating role of exports lies above all in that 
they help import the lacking production and consumer 
goods. At the same time the intensive development of the 
export trade helps to provide local production with the mar- 
kets it needs. Consequently, the more vigorous the export 
operations the stronger the pulse of overall business activ- 
ity (see Table 37). 

Although these two factors are closely interconnected, 
it does not follow that if exports lag behind production 
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this is always a signal of unfavourable developments in 
the economy, and, conversely, if they are ahead of pro- 
duction the proportions in the national economy have im- 
proved. The connection between internal processes and ex- 
ternal economic ties is traced only as a_ general trend. 
Much depends on the nature of existing structures. In the 
developing countries with a considerable export quota, 
which is the result of mono-commodity specialisation in 
certain raw materials, the faster progress of production 
geared to the domestic market for a certain period can be 
useful and even necessary. When sectorial proportions in 
the national economy are better balanced, this is, apparent- 
ly, inevitable. If this change is not accompanied by a dis- 
ruption of the necessary proportions between the different 
economic sectors geared to the domestic and foreign mar- 
kets, the general tone of business activity remains high. 


Table 37 


Rale of Growth of GDP and Exports in 58 Developing 
Countries in 1960-1970 


(1960 prices, %%) 





Growth rate 


‘ N f 
Countries by GDP growth ier 
GDP Exports 
More than 6.5 14 9.1 13.6 
From 5.0-6.4 14 5.5 6.2 
4.0-4.9 13 4.4 5.3 
3.0-3.9 14 3.6 3.3 
Less than 3.0 6 1.8 2.6 





Note: As in the case of previous calculations for 74 countries, exports 
include both commodities and services, and growth rates are unweighted 
| averages. Based on UNCTAD calculation. 

Source: Mobilization of Resources for Development 1960-1970, Doc. TD/B/C, 

3/95, pp. 7, 25-26. 

That is the situation that developed in the 60s, for in- 
stance, in a group of African countries (Zambia, Cameroon, 
Kenya, Lesotho, Sierra Leone and Uganda), when their 
rate of economic growth, despite the slow growth of ex- 
ports, ranged from 5.3 to 7.8% a year, while the average 
annual rate of economic development for 43 countries of 
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the continent barely reached 4.4%.! Very similar processes 
took place in 1950-1968 in some of the more developed 
countries, like Brazil, Venezuela and Mexico. 2 

At the same time a high growth of the export sector is 
by no means always accompanied by rapid economic prog- 
ress. This, probably, is partly due to the export indust- 
ries not always being profitable enough, as is the case 
when their development remains tied to concessions of the 
old colonial type. Other factors that reduce the efficiency 
of export production are its limited ties with other sectors 
of the local economy and the insufficient competitiveness 
of the export produce. 

Often no less important are short-term schedules of in- 
tensive export operations or low effectiveness of measures 
to change the domestic economic structures through in- 
creased export earnings. First and foremost this applies to de- 
veloping import-substituting production. A case in point is 
the recent history of 12 Latin American countries (Boli- 
via, Guatemala, Honduras, the Dominican Republic, Costa 
Rica, Nicaragua, Panama, Paraguay, Peru, El Salvador, Chile 
and Ecuador) where in 1950-1968 export earnings increased 
at the rate of 5.7% and all foreign currency earnings 
at 6.7% a year, while the GDP grew at only 4.6% a year. 
At the same time they became increasingly dependent on 
external markets for their imports.? Commenting on the 
situation, the former General Secretary of UNCTAD Raoul 
Prebish underlined that ‘either nothing was done or it did 
not prove possible to reduce the import coefficient”. * 

This limited possibility of reducing the share of imports 
on the local market without causing damage to a country’s 





' Calculated from: Survey of Economic Conditions in Africa, 1971, 
Part II. United Nations, New York, 1972, pp. 170, 172, 178. 

2 Raoul Prebish, Change and Development—Latin America’s 
Great Task, p. 49. 

3 What is meant here is the relationship between foreign trade 
purchases and the GDP, which is rather relative. In order to estab- 
lish the true role of imports in meeting the requirements of the 
domestic market it would be more correct to compare value of im- 
ports with the total volume of commodity supplies to the market, 
and not only end products, but intermediary goods as well. 

* Raoul Prebish, op. cit., p. 50. 
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overall economic performance and financial stability is one 
of the most typical features of the economy of most devel- 
oping countries. In such circumstances, domestic socio- 
economic changes of necessity have to be backed up by the 
utmost expansion of their foreign economic ties. Exports 
cannot be regarded merely as a source of earnings to pay 
for the import of goods that the country lacks. The task 
of winning access to new markets assumes special import- 
ance in export trade. In a word, more vigorous efforts to 
win a greater share of the world market seem to be an 
essential condition for the economic progress of young 
states. 

An important contribution to increasing and stabilising 
exports in the developing countries can be made by over- 
coming the economic and political disunity which they in- 
herited from the past and which is now preventing them 
from arranging economic co-operation on a regional basis. 
This kind of co-operation would increase the market po- 
tential available to them, and also the opportunities for 
specialisation and co-operation within a regional framework 
which are essential if they are to eliminate excessive pa- 
rallelism in industrial construction. It would help more 
rational use of available economic resources and at least 
partially stabilise their balance of payments. 

The decisive role in resolving this problem belongs to 
the state. Not only because of the need to abide strictly 
by the principles of peaceful coexistence, mutual restraint 
and total respect for the national sovereignty of the co- 
operating countries. The overcoming of economic disunity 
between the former colonies and semi-colonies requires, 
apart from everything else, long and painstaking organisa- 
tional efforts to arrange the joint exploitation of certain 
natural resources and to make the economies more comple- 
mentary. These efforts towards their complementary char- 
acter to the mutual advantage of all sides is what distin- 
guishes economic co-operation between the developing coun- 
tries from the economic integration of the capitalist coun- 
tries where the complementary economic structures arose 
spontaneously as a result of a lengthy historical develop- 
ment, so that in many cases simple customs unions were 
sufficient to stimulate integration. An important condition 
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for successful economic co-operation between the develop- 
ing countries is finding the forms that ensure proportion- 
ally equitable benefits to all parties involved and prevent 
a widening of economic inequality between the more and 
the less developed states. 
But integration, no matter how important, is no alterna- 
tive to expanding economic ties with the industrially de- 
veloped countries, nor can it replace much needed socio- 
economic reforms in the individual developing countries. 
Advantageous economic co-operation between the young 
independent states is only one factor in their industrial 
growth which they can use to increase the competitiveness 
of their manufactured goods and advance them outside the 
developing world. 
Despite the constant efforts of the developing countries 
to improve their exports, unprocessed raw materials and 
food still predominate in their structure. Although in the 
13 years preceding the energy crisis, the share of indust- 
rial goods, including the output of the ferrous and non- 
ferrous metallurgical industry, in their aggregate exports 
increased by more than 70%, it still amounted to only 
24.8% in 1973.1 In subsequent years, too, exports of in- 
dustrial goods continued to grow faster and so their total 
share (without oil and its derivatives, which accounted for 
up to 60% of all exports) came close to 60% in 1975 
against the 41% in 1973.2 Since, however, industrial ex- 
port develops very unevenly and most of it comes from a 
| fairly limited circle of countries, it is quite clearly a major 

and urgent task for most developing countries to improve 
| their export profile by increasing the share of industrial 
goods in it. This is confirmed by the continuing consider- 
able lag in the developing countries’ share in the aggregate 
export of industrial goods of the non-socialist world 
| from the share of their production of these goods. Their 

share in the aggregate industrial output of the capitalist 

world increased by 42% between 1960 and 1975 (from 








1 Calculated from: Handbook of International Trade and Devel- 
opment Statistics, 1976. 

2 Calculated from: Handbook of International Trade and Devel- 
opment Statistics, 1976; Monthly Bulletin of Statistics, May 1977. 
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8.8 to 12.5%), but their share in the exports of such goods 
went up only by 39% (from 5.4 to 7.5%). ! 

The need for developing countries to give priority to 
improving their export structure is prompted both by do- 
mestic and external reasons. At home, they have got to 
find additional scope for industrial development and for 
increasing the economic yield of investments in the exploi- 
tation of natural resources, and they must raise the effi- 
ciency of exports. On the other hand, the accelerated re- 
placement of exports of raw materials with exports of ma- 
nufactures is prompted by the higher elasticity of demand 
for such goods on the world market. There are two rea- 
sons for this: first, the general trend of the shifts in the 
structure of solvent demand in favour of manufactures and 
services (an inevitable outcome of higher per capita in- 
comes as a result of economic development), and, second- 
ly, the global trend towards reducing the material inten- 
sity of industrial production. 

Highly important for improving the export structure is 
expanding the scale and raising the degree of processing 
of exportable raw materials right up to the stage of the 
end product. Whether this task is solved or not depends 
very largely on the developing countries making more ef- 
fective use of the advantages offered by the relatively low 
cost of local labour. But they can hardly hope to win firm 
and sufficiently dynamic positions on the markets of the 
industrial countries without taking into account the main 
trends of demand which determine the rapidly changing 
structure of international trade. Consequently, in addition 
to goods turned out by processing local raw material with 
the use of relatively cheap labour, it would probably be to 
the advantage of most developing countries to gradually 
master the production of other goods in line with the gen- 
eral trend of world scientific and technological progress. 
These could include industries whose output, at least at 
the beginning, would be designed predominantly for ex- 
port. 

Since an ever-bigger role in international trade exchanges 
is played by the output of the more progressive in- 





! Monthly Bulletin of Statistics, May 1966; May 1977. 
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dustries, those connected with metal-working and chemis- 
try (their share in trade of manufactures exceeds 55%), 
it would seem that the building up of at least some of 
these industries is an important long-term task of the de- 
veloping countries. Of course, this is no easy task. And in 
their majority the economies of countries with backward 
industries are not yet prepared to cope with them. They 
lack the necessary capital, the skilled labour, the organi- 
sational and technical know-how. In addition, the capaci- 
ties of their domestic markets for such goods are, as a rule, 
insufficient. 

But if for these reasons most developing countries aban- 
don the idea of organising such productions, it is question- 
able whether they will be able to resolve the export prob- 
lem as such. It will also deprive them of the advantages 
that the introduction of modern scientific and technologic- 
al achievements in their economy could bring. 

It does not seem right either (at least for the smaller 
countries, and they are in the majority among the develop- 
ing states) to put off the building up of the more progres- 
sive industries untill all the conditions are there, It could 
take several decades for the domestic conditions to make 
their appearance, given the existing situation and the real 
dynamics of their economic growth, and especialiy when 
these are compared to the rate of world technological ad- 
vancement. So if developing countries choose this option, 
it would put off for a long and indefinite time their pros- 
pects of reaping the advantages of large-scale serial pro- 
duction and would reduce their overall opportunities for 
economic growth. 

At the same time, in production costs, prices, quality, 
models, finish and general conformity to consumer tastes, 
the goods produced for the domestic market are usually 
below world standards or differ from these standards be- 
cause of the specific features of the domestic market. That 
tends to make them less competitive on world markets. 
Consequently, it makes it difficult for the developing coun- 
tries to ensure sufficiently big sales of their manufactures 
on foreign markets, especially those of the industrially de- 
veloped countries, through the mechanism of their domes- 
tic market. 
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Circumstances therefore require that the developing 
countries build up such industries whose output would be 
designed for export, and they should do this belore condi- 
tions in their countries ripen for such industries to exist, 
if geared to the domestic market. 

The setting up of specialised export industries, especially 
at the early stages ot industrialisation, has no parallel in 
history. But nor do the conditions that determine the goals 
and prospects of industrialisation in the developing 
countries. in the past 150-200 years, during which this 
vast gulf was formed between the level of development of 
the leading and outlying countries of the world capitalist 
system, the technico-economic parameters determining the 
evolution of productive forces in human society have soared. 
Attaining these parameters is one of the main tasks 
of the industrially underdeveloped countries. And foreign 
trade is one of the most important ways in which the de- 
veloping countries can achieve this in the existing circum- 
stances. 

On the one hand, it is through foreign trade that the 
developing countries obtain the greater part of the required 
equipment, and also the lacking raw materials, semi- 
finished goods and consumer goods. On the other hand, 
meeting the growing requirements for imports runs up 
against the shortcomings of the export base, which because 
ot its technico-economic level and the range of goods 
it offers does not fit in with the changes in the past de- 
cades in the structure of world production and demand. 
So, apparently most developing countries have no other al- 
ternative than to build up modern highly productive in- 
dustries. Therefore the accelerated development of the ma- 
nufacturing industry geared to the external market seems 
to be the natural reaction to specific technico-economic fea- 
tures of the modern age and to the growing lag of the li- 
berated countries from the principal achievements of world 
technological progress. 

Modern industry with its long technological cycles and 
network of inter- and intra-sectorial ties requires the ut- 
most development of specialisation and co-operation, which 
ensures the most economically effective scale of produc- 
tion. That being the case, it does not seem necessary for 
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each developing country, or each group of countries linked 
by ties of economic co-operation, to seek at all costs to 
set up only complete industrial complexes. If exports are 
properly organised, the lacking production goods could at 
the beginning be obtained on the basis of trade exchanges. 
But what is necessary is, first, precise co-ordination of 
efforts to develop industries geared to the needs of the do- 
mestic and external markets. Secondly, it is necessary to 
keep in mind the need for the deep assimilation of export 
industries by local economic complexes, i.e. for the gradual 
transfer to the developing countries of part of auxiliary 
units putting out the lacking primary materials and labour 
implements, which at the beginning have to be purchased 
abroad. Otherwise, a considerable, if not the greater, 
part of the advantages from the growth of a specialised 
export industry will remain in the hands of the interna- 
tional corporations, as was the case when import substitu- 
tion was limited to the output of the end product. 

The policy of setting up specialised export sectors in 
the manufacturing industry should not mean paying less 
attention, let alone abandoning, the efforts to push the tra- 
ditional food and raw materials or industrial goods more 
vigorously on world markets. If the developing countries 
are to resolve their pressing economic problems, including 
that of exports, they have to mobilise to the utmost all 
existing resources and make full use of every available 
opportunity for economic growth. For the same reason the 
building up of export industries should not be seen as an 
alternative to developing the traditional industries. Until 
| the developing countries acquire other opportunities for in- 
dustrial construction, the traditional types of production 
could and should play their positive role. What favours 
such a conclusion is the technical and organisational ex- 
perience accumulated in these industries, and some of the 
comparative advantages they offer. 

If deep internal socio-economic reforms are made and 
extensive economic co-operation arranged between the lib- 
erated countries, all the positive aspects of exports based 
) on the traditional manufactured goods and raw materials 





could be advanced and multiplied. The disregard for the 
still unused potential for the possible substitution of im- 
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ported manufactures (within the framework of a single 
country or region) is economically unfounded. That is par- 
ticularly evident when taking into account that the main 
advantages of winning the domestic market for manutac- 
tures are felt only at that stage of development where com- 
plementary types of industrial production begin to be formed 
and imports of intermediary goods and equipment are 
gradually ousted from the national markets. 
An important part of the measures to remove the bar- 
riers to socio-economic progress of the countries that form 
part of the present-day zone of national liberation revolu- 
tions, is the struggle against the schemes of imperialists 
who, adapting themselves to the new conditions, seek to 
channel the foreign economic ties of these countries in a 
direction advantageous for them and to subordinate them 
to their selfish interests. It should be stressed that if the 
developing countries are to strengthen their positions on 
the world market there has to be a further democratisation 
of economic relations, elimination from this sphere of all 
manifestations of exploitation, diktat and inequality, and 
formation of an effective international political mechanism 
that could cushion the effect of spontaneous market forces. 
The implementation of the progressive components of the 
programme of a new international economic order could 
play an important part in this. 
This involves first of all the establishment in interna- 
tional economic relations of the principles of sovereign 
equality, national self-determination, impermissibility of 
seizing foreign territories, non-interference in other coun- 
tries’ affairs, the right of each nation to choose freely its 
( economic and social system with no discrimination on the 

basis of its choice, and the unconditional sovereignty of all 
i nations over their economic resources, including the right 
to nationalise them. It also includes assistance from the 
developed countries in the industrial advancement of the 
developing countries. That means easier terms for delive- 
ries of new machines and technology, providing opportuni- 
ties for widening the scale and raising the degree of pro- 
cessing of raw materials imported from those countries, 
controls on the activities of the international monopolies, 
the abolition of discrimination and all artificial restrictions 
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on the capitalist countries’ import of goods from the devel- 
oping countries, Finally, no less important is stabilisation 
of the developing countries’ revenues from exports of raw 
materials through various forms of compensation financing 
and on the basis of governmental trade agreements giving 
the least developed countries special privileges, and expan- 
sion of mutually advantageous trade and economic co-ope- 
ration between the developing countries themselves. 

The success of this programme, like its very formulation, 
is linked insolubly with the progressive changes in the 
balance of world forces in favour of democracy, national 
liberation and socialism, with the active backing given by 
the socialist community to the process of economic decol- 
onialisation of the developing countries, and with the eas- 
ing of world tension. 

In their struggle for the construction of a developed and 
independent economy, based on dynamic and reliable ex- 
ports, the developing countries have mounting support from 
the socialist countries, Economic co-operation between the 
socialist and the developing countries is growing, as it is 
founded on full equality and mutual advantage, which is 
achieved by saving social labour in the production of in- 
dividual goods and enhancing overall efficiency on this ba- 
sis. If in the initial stages this co-operation rested largely 
on the traditional export specialisation of the developing 
countries, the foundations are now being laid for definite 
economic complexes that would use the natural and pro- 
duction resources of the two sides for their mutual benefit. 
This widens and strengthens the material basis of the al- 
liance between the two main revolutionary forces of our 
times. And that in turn enhances its positive effect on 
the entire system of world economic ties of the former co- 
lonies and dependent countries. 
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The study of the market, with the accent on shifts in the 
relationship between the structure of social requirements 
and production, leads to the conclusion that the economy 
of the developing countries is plagued by a number of un- 
favourable trends and deep disproportions. As a theoretic- 
al analysis and also the experience of the past thirty years 
has shown, these disproportions hinder the accelerated so- 
cio-economic progress of these countries. The trends that 
dominate today are failing to produce the necessary con- 
ditions for a more or less rapid technological re-equipment 
of the economy, for improving its organisational forms and 
sharply increasing labour efficiency. What is more, pre- 
servation of these trends can cause serious complications 
and reduce the overall rate of economic progress. 

In view of the extremely uneven economic development, 
a substantial section and sometimes the bulk of the active 

i population remains tied to extremely primitive forms of 
production in the organisational and technical sense, which 
are largely subsistence or semi-subsistence economies. So 
even in the developing countries with the biggest popula- 
tions, the possibilities of internal division of labour are as 
yet limited. The very restricted ties of such productions 
with the market are another factor slowing down develop- 
ment. In addition to all this, the vast size of open and hid- 
den unemployment, resulting from the uneven economic 
development weighs heavily on the labour market, and in 
many cases depresses the price of labour below its actual 
value. This creates additional difficulties for expanding the 
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local market for modern means of production through in- 
stalling them more intensively in small and medium-scale 
businesses, since very often the use of expensive machines 
and equipment proves unprofitable as long as there exist 
large reserves of unused and cheap labour. 

Another feature typical for the developing countries is 
the high degree of concentration of the purchasing power 
in the hands of a small group of rich people, which tends 
to accelerate the process of fragmentation of the consump- 
tion fund. In these circumstances, economic development 
is promoted not so much by the growth of the consumer goods 
market, as by the wider range of the produced commodities 
and services, resulting from the changes in the consumption 
composition of the higher income group. The great fragmen- 
tation of what is in effect a rather limited solvent demand 
reduces the demand for each type of goods and limits still 
further the market required for mass production. This cuts 
down the scale of production of some goods, makes it dif- 
ficult to organise production of others, and delays the orga- 
nisation of yet other productions. In turn, the wide range 
of consumer goods and services created by the demands 
of the domestic market disperses the demand for means of 
production, and sometimes rules out their local manu- 
facture altogether. 

The underutilisation of labour resources and the high 
concentration of incomes, which are largely responsible for 
the narrowness and fragmentation of market demand in 
the developing countries, are both cause and effect. The 
purchasing power of the poorest sections is too small and 
limited in the dynamics of its growth to have any notice- 
able effect on the overall scale and direction of economic 
development. However, fuller and more productive use of 
labour resources, an essential condition for improving the 
life of the bulk of the population, is largely limited by the 
preferential orientation of new productions towards the re- 
quirements of the rich. ‘The negative consequences of such 
an orientation are aggravated by the fact that a consider- 
able part of this group’s consumer demand consists of ca- 
pital-intensive goods and services, which require imported 
equipment and materials. All combined, this tends to pro- 
duce numerous small-scale factories, little interconnected 
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between themselves, often underloaded, with high produc- 
tion costs, and heavily depending on imports. In this way 
the disproportions in the economy tend to snowball and put 
down roots. In addition, this increases import requirements 
without an adequate increase in exports. This already com- 
plicated problem is very difficult to solve in view of the 
limited resources and the accelerated horizontal diversifica- 
tion of production, which in itself is the result of export 
difficulties and the enforced exploitation of domestic sol- 
vent demand that it causes. 

So we get something like a vicious circle, and it repro- 
duces the drawbacks of the socio-economic organisation of 
a backward multi-formation society. In order to break this 
circle and engender new, sufficiently stable and powerful 
driving forces for development, the stereotype of produc- 
tion and consumption has to be changed radically, and the 
market base of the local economy expanded and stream- 
lined. This requires a whole series of economic, social, poli- 
tical, organisational and administrative measures both at 
national and international levels. 

Some of these problems could be partially solved by mak- 
ing certain adjustments to the existing system of distri- 
bution, and by changing the nature and scales of the tax 
system. However, tax reforms can only play a subsidiary 
role. The main role falls to re-organisation of the produc- 
tion sphere, since “the structure of distribution is entirely 
determined by the structure of production”.! Most import- 
ant among the reforms designed to radically change prod- 
uction are the agrarian reforms, with the corresponding 
strengthening of agriculture technologically and economic- 
ally. Such measures are both the starting point and the es- 
sential condition for boosting farm production, which is the 
kingpin for a more effective use of the vast resources of 
manpower, improving the living conditions of the majority 
of the population, and increasing the capacity and improv- 
ing the structure of the domestic market in the developing 
countries. Advancing agricultural production deserves spe- 
cial attention also because food accounts for a very sub- 


! Karl Marx, A Contribution to the Critique of Political Economy, 
Progress Publishers, Moscow, 1978, p. 200. 
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stantial part of consumer demand. And as the incomes of 
the poorer sections of the population rise, the demand for 
food will rise, and very considerably. This rise will also be 
snurred on by the fairly high rates of population growth. 
Consequently it is highly important to increase food output 
not only because it will improve the population’s nutrition 
and general welfare, or save currency resources, but also 
because it will help achieve a better balance between sup- 
nlv and demand. The absence of such a balance promotes 
inflationary trends and acts as a damper to the develop- 
ment of local productive forces. 

If agricultural development is based on radical agrarian 
reforms. it creates the material prerequisites for progress- 
ive changes in the distribution of the social product. This 
in turn largely determines the nossibilities for raising the 
level of general and professional education of large groups 
of the labour force, without which no substantial rise in 
their productivity or incomes is possible. These measures 
are also an integral part of the efforts to pull the backward 
regions up to a higher level and on this basis boost the 
general economic and the market potential of the develop- 
ing countries. In a word, agrarian reforms and technico- 
economic changes in agriculture pave the way into econom- 
ic life for the productive forces and consumer potential 
of the as vet uninvolved sections of the population, and 
would put into motion the truly boundless reserves for so- 
cio-economic progress. The pace and methods of such 
changes, naturally. denend on the balance of the main socio- 
political forces, and on the socio-economic conditions and 
geography of each country. But they are needed in almost 
every developing country. 

Apart from steps to remove the obstacles in the way of 
agricultural development, countries with a backward mul- 
ti-formation economy urgently require more rational forms 
of industrial growth. Experience has shown that the usual 
methods of supporting young industries, whether customs 
protectionism, or various forms of subsidies. if not backed 
up with other socio-economic measures, only prepare the 
ground for the industry. Such support alone is totally in- 
sufficient to integrate the newly rising industry into the 
national economic patterns, and for linking its development 
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not only with present-day requirements but the more dis- 
tant economic prospects. In this connection purposeful state 
intervention in the investment process and the co-ordina- 
tion at state level of current economic policy with the stra- 
tegic aims of development assume primary significance. In 
the smaller and less developed countries, one of the main 
tasks, for instance, is to bring some kind of order into the 
growth of the consumer goods industry, to expand their 
production and improve it organisationally, and to set up 
auxiliary enterprises for the production of primary mate- 
rials and some of the capital goods. Countries having fair- 
ly big domestic markets feel the need for a quicker and 
more purposeful development of capacities producing means 
of production. 

All the necessary machines and equipment can, of course, 
be bought on the world market, even when there is a suf- 
ficient solvent demand for their production at home. But 
the lag of the industry producing means of production from 
the real potential of growth, created by the expansion of 
the domestic market, robs the developing countries of the 
opportunities of economic progress which are connected 
with the special features of a considerable demand for this 
group of commodities and the secondary effect of their pro- 
duction. However, the leading and dynamic branches of in- 
dustry, including those producing means of production, i.e. 
commodities with a higher elasticity of demand, are con- 
centrated practically exclusively in the group of imperialist 
countries. That is one of the most important ways in which 
the inequality of the developing countries in the system of 
the world capitalist division of labour manifests itself. 
This predetermines the nature of the developing countries’ 
dependence on the main centres of capitalism and deepens 
the gulf between their levels of development. 

Stating this fact is not the same as asserting that young 
developing countries should set up the production of means 
of production as soon as demand for them in their coun- 
tries emerges. That view is apparently inferred, whether 
deliberately or not, from autarchic concepts, and is hardly 
justified, at least in the foreseeable future. Of course, while 
the liberated countries find no other way for expanding the 
market potentials of their economic growth, building up 
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such industries could be justified, even though, like import 
substitution of consumer goods, it proves an expensive un- 
dertaking. But that changes nothing in the crux of the 
matter and only confirms the existence of serious weaknes- 
ses in the local economy. The potentialities for economic 
progress that stem from such a policy are usually fairly 
quickly exhausted, and then the need to make wider use 
of the advantages of international economic exchanges 
becomes even more acute. So it would seem that the 
optimal development of a country’s degree of self-suffi- 
ciency in means of production at each stage of its develop- 
ment depends highly on the state of its foreign economic 
ties. 

The great socio-economic backwardness which the coun- 
tries of Asia, Africa and Latin America inherited from 
their colonial past has made it a matter of urgency for 
them to build up effective economic systems. Without such 
systems there can be no question of economic independence 
or of social advancement. But the solution of this his- 
toric task in no way can or does presuppose, as shown 
above, economic autarchy. The quickest and economically 
most rational way of surmounting the imperfect economic 
structure and creating real conditions for a sharp improve- 
ment in their development lies in taking as active as 
possible part in the international division of labour. It is 
only on the basis of broad international co-operation that 
the developing countries can compensate the acute short- 
age of capital and skilled workers and the narrowness of 
the domestic market, and at the same time ensure that 
they benefit the quickest from the achievements of world 
scientific and technological progress. 

Those briefly are the main lines along which socio-eco- 
nomic structures in the former colonies and dependent 
countries require changing. As for the practical issues and 
concrete ways in which this task can be accomplished that 
calls for further deep studies, particularly in regard to each 
country separately, Although the national economy in each 
country is not a single entity, yet it has its own internal 
ties and relationships, and their improvement requires defi- 
nite proportions, established objectively, between the vari- 
ous sectors. Therefore the success of the restructuring will 
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depend, among other things, on how well the decisions in 
the economic field are balanced and dovetailed. Too much 
attention to one aspect of the problem, no matter how im- 
portant, while overlooking others, could cause a further ag- 
gravation of existing disproportions and breed new difficul- 
ties. To avoid such a state of affairs structural reforms 
have to be properly and sensibly combined with the advance- 
ment of industries geared predominantly to the domestic 
market and with the strengthening of specialised export in- 
dustries. 

A policy of pushing only the more dynamic and promis- 
ing types of production without radical changes in the 
sphere of the traditional but little efficient formations will 
not remove the disproportions in the internal economic 
structures that prevent the entire economy being modernised 
and the main mass of the population drawn into econom- 
ic construction. Equally ineffective, although in a slightly 
different way, is the economic strategy which is geared, 
as in the past, entirely to the “lower stages” of the world 
economy. The current and the more so long-term interests 
of national progress in the countries of Asia, Africa and 
Latin America call for a more harmonious and balanced 
form of economic development, one that is founded on 
much fuller and all-round involvement in economic life of 
the production and consumption potential of local society. 
And that is insolubly connected with making full use of 
the advantages offered by intensive participation in the in- 
ternational division of labour. 

The entire history of mankind testifies irrefutably to the 
fact that such a complex and all-embracing problem is 
practically impossible to solve by traditional capitalist 
methods. The mechanism of spontaneous market forces 
cannot help. The only alternative is centralised state guid- 
ance of the economy, as the logic of events backed up by 
experience shows. The state, knowing the full picture, can 
to a certain extent neutralise the negative consequences of 
market anarchy and also influence the market situation 
very considerably. It is the state that can find the most 
promising and shortest routes for development and ensure 
the maximum conditions for following them. As more and 
more of the productive resources of society are concentrat- 
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ed in the hands of the state, its capabilities in this respect 
become all the greater. 

So far, the socio-economic structure, political organisa- 
tion of society and, finally. the situation with economic 
and technical personnel in the developing countries is lit- 
tle adapted to such forms of economic progress. They have 
to combine efforts to restructure the socio-economic and 
political institutions and to train the lacking personnel 
with tackling the very complex problems of current and 
future economic construction. The establishment of new 
forms of economic, social and political life is the result of 
a sharp struggle between the different classes and strata of 
local society. in an atmosphere of constant social conflicts. 
Apart from that the liberated countries come up against 
the bitter resistance of international reaction when they 
seek to make the changes so vital for them. Hence the ine- 
vitable mistakes and at times unjustified high price they 
have to pay for them. But none of this should minimise 
the objective requirement to centralise the economy as 
much as possible and. of course, to sharply improve state 
guidance of economic life. 

Tf the liberated countries are to solve their vital prob- 
lems, they have to carry out deep-going socio-economic re- 
forms capable of ensuring their transition to the non-cap- 
italist road of development and opening up socialist pros- 
pects. At the same time solution of these problems is in- 
separably linked with their efforts to restrict and discon- 
tinue the privileges of foreign monopolies, introduce effec- 
tive control over their activities, restore their national so- 
vereignty over natural resources and their right to do as 
they see fit with their other economic resources, foster wid- 
er and deeper integration of enterprises controlled by fo- 
reign capital with other sectors of the local economy, na- 
tionalise foreign property partially or fully at their own 
discretion, remove discrimination and seek economically 
warranted prices for their export products, etc. In a word, 
it is increasingly urgent to revise the entire unequal] sys- 
tem of relations with imperialism and rebuild it on prin- 
ciples of democracy and justice. 

In addition to the active support which the socialist 
states give to the developing countries’ efforts to establish 
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a new international order, an important role is also played 
by the widening and strengthening of mutually advanta- 
geous econulic co-operation between them. This co-operation 
is based on the principles of non-interference, mutual ad- 
vantage aud full equalily, and as such introduces a quali- 

tatively new element into the system of foreign economic 
ties of the liberated countries and strengthens their posi- 
tion on the world market. As has already been shown, the 
assistance which the socialist countries provide within the 
framework of such co-operation is largely designed to help 
the developing countries set up their own production of 
means of production and train the skilled work force they 
lack, in other words it is designed to create the conditions 
for self-sustaining growth. In giving economic, scientific 
and technical assistance to the countries liberated from the 
colonial yoke, the socialist community not only helps them 
to resolve a number of their major economic problems, but 
also restricts the sphere of operation of relations based on 
exploitation and domination, thereby helping to improve 
the overall climate on world market. 

The Soviet Union and the other socialist countries re- 
gard the task of restructuring and democratising interna- 
tional economic relations as part of the central problem of 
our times, the efforts to strengthen peace and promote re- 
laxation of international tensions. Ihe socialist communi- 
ty’s activities in this sphere make for a new constructive 
atmosphere in resolving world economic problems. The eli- 
mination of seats of tension, the curbing and then a com- 
plete stop to the dangerous arms race with subsequent dis- 
armament would not only improve the entire international 
situation, but would release vast resources for the develop- 
ment and expansion of equitable, mutually advantageous 
co-operation, the resources the developing countries are so 
short of. The development and strengthening of progressive 
trends in the world economy are the real forces that 
can ensure the necessary international conditions for suc- 
cessful implementation of socio-economic reforms in the 
developing countries. 
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